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DIRECT TESTIMONY OF PETER SCOTT 

ON BEHALF OF 

SOUTHWEST TRANSMISSION COOPERATIVE, INC. 

INTRODUCTION 

Please state your name and business address. 

My name is Peter Scott. 

Benson, Arizona, 85602. 

Q. 

A. My business address is 1000 South Highway 80, 

Q. 

A. 

By whom are you employed and in what capacity? 

I am the Chief Financial Officer for Sierra Southwest Cooperative Services 

(“Sierra Southwest”) and supervise the financial activities of the cooperative. In 

addition, under agreements that Sierra Southwest has with Arizona Electric Power 

Cooperative, Inc. (“AEPCO”) and Southwest Transmission Cooperative, Inc. 

(“SWTC”), I am responsible for the same functions, as well as rate design and 

implementation, for these two cooperatives. As Chief Financial Officer, I serve 

on the Division Managers Group and report directly to the Chief Executive 

Officer. My specific responsibilities for S WTC include establishing fiscal policy, 

procedures development and implementation of appropriate financial controls. I 

am also responsible for financial planning, rate design development and 

implementation, corporate treasury functions, as well as cash and working capital 

management and inventory control. 
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Q. Please briefly describe your educational background and work-related 

experience. 

I hold a Bachelor of Arts Degree in History from Colorado College and 

completed my graduate and undergraduate Accounting and Finance studies at the 

University of Arizona. I began my employment with Sierra Southwest in 

December of 2011. Prior to joining Sierra Southwest, I worked in the 

biotechnology manufacturing industry for 11 years, most recently serving as 

Finance Director at Labcyte Inc. I previously worked as Accounting Manager in 

the commercial printing industry for six years. 

A. 

Q. 

A. 

What is the purpose of your testimony? 

I will provide the Commission information concerning SWTC, its Board and 

membership structure and its rate history. I’ll also describe, generally, the rate 

request and certain related issues. Gary Pierson, our Manager of Financial 

Services, testifies in greater detail concerning the A-H rate filing schedules which 

are filed in relation to and in support of SWTC’s rate request. 

BACKGROUND 

Q. Please describe SWTC. 

A. SWTC is a not-for-profit transmission cooperative which was formed in 

anticipation of the restructuring of AEPCO. The Commission approved the 

restructuring in Decision No. 63868. On August 1, 2001, AEPCO’s transmission 

assets were transferred to SWTC and it commenced operations. SWTC primarily 

provides wholesale transmission services to AEPCO in relation to its six Class A 

Member distribution cooperatives (the “distribution cooperatives”). These 

Class A Members of AEPCO are also Class A Members of SWTC. One 

distribution cooperative, Anza Electric Cooperative, Inc., is located in south- 
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central California. The other five Arizona distribution cooperatives are Duncan 

Valley Electric Cooperative, Inc.; Graham County Electric Cooperative, Inc.; 

Trico Electric Cooperative, Inc. (“TRICO”); Mohave Electric Cooperative, Inc. 

(“MEC”); and Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC’). 

They provide electricity at retail primarily to rural communities throughout the 

State. 

Does SWTC have Class B Members? 

Yes. AEPCO is a Class B Member of SWTC, as is Sierra Southwest, which was 

the third cooperative formed as part of AEPCO’s restructuring. 

Does SWTC have transmission agreements with other entities? 

S WTC has umbrella service agreements under its Open Access Transmission 

Tariff (“OATT”) which enable entities to conduct real time transactions on 

SWTC’s Same Time Information System. To date, AEPCO, MEC, SSVEC, 

TRICO and several other entities have requested transmission services from 

SWTC under an umbrella service agreement. SWTC also provides OATT-based 

wholesale transmission service to the City of Safford and the Town of Thatcher 

and it has pre-OATT transmission agreements with the Avra Valley Irrigation and 

Drainage District and the Silverbell Irrigation and Drainage District. From time 

to time, SWTC also enters into Network transmission and firm and nonfirm Point- 

to-Point transmission service agreements with other Eligible Customers pursuant 

to the terms of its Commission-approved tariffs and its OATT. 

Is SWTC regulated by agencies other than the Commission? 

Yes. SWTC is a borrower from the Rural Utilities Service (“RUS”) which is a 

division of the United States Department of Agriculture. As an RUS borrower, 

3 15169-19/3092485~8 



SWTC is subject to its regulation-both by virtue of its mortgage and also 

pursuant to regulations promulgated by RUS. SWTC is also a “transmitting 

utility” under Section 21 1 of the Federal Power Act. As a transmitting utility, 

SWTC is subject to certain jurisdiction of the Federal Energy Regulatory 

Commission (“FERC”). In order to meet the requirements for reciprocity under 

FERC Order No. 888, SWTC maintains an OATT. SWTC is also a member of 

the Western Electricity Coordinating Council and, as a transmission utility, is 

subject to compliance with Electric Reliability Organization standards. 
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Q. 

A. 

Please briefly describe SWTC’s transmission facilities. 

SWTC owns about 620 miles of transmission lines and 24 substations. Some of 

those transmission facilities are jointly owned with the Salt River Project and 

Tucson Electric Power. We also have contracts to receive transmission service 

from those companies, as well as Arizona Public Service Company, the Western 

Area Power Administration and Southern California Edison. 

Q. 

A. 

How is SWTC governed and managed? 

SWTC’s Board of Directors oversees all aspects of our operations. It is 

comprised of 13 directors. Twelve of the Board members (two per Class A 

Member) are the distribution cooperatives’ representatives. The remaining 

SWTC Board member represents AEPCO and Sierra Southwest, our Class B 

Members. AEPCO, SWTC and Sierra Southwest operate collectively as 

Arizona’s G&T Cooperatives. They are managed by one Chief Executive Officer 

and a Division Managers Group. 
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Q. 
A. 

Mr. Scott, please describe SWTC’s most recent rate history. 

SWTC’s current rates were authorized by the Commission in Decision No. 72030. 

They became effective on January 1 , 20 1 1, 

Did SWTC’s Board approve this rate filing? 

Yes, it did. The process of Board review began several months ago and the 

SWTC Board of Directors approved the filing of this rate case in June. 

OVERVIEW OF FILING 

Please summarize SWTC’s rate request. 

Mr. Pierson provides more detail concerning the specifics of the request and the 

revised rates. The primary reasons for this rate filing are (1) to implement 

S WTC’s revised depreciation rates based upon a study supporting longer, useful 

lives for the system and (2) to recognize increased revenues from a new 205 MW 

Point-to-Point transmission agreement with AEPCO. Because these factors either 

decrease expenses or increase revenues, S WTC is requesting a substantial 

decrease in its Network service and Point-to-Point rates. However, although 

SWTC is requesting a rate decrease of approximately 29%, the proposed rates are 

designed to produce a TIER of 1.88 and a DSCR of 1.35 which, if achieved, will 

keep SWTC in compliance with the standards required by its RUS mortgage and 

RUS rules. Those coverages will also provide modest margins, allow continued 

equity building and afford gradual improvement in working capital coverage. 

SWTC requests that the new rates take effect at the same time as new AEPCO 

rates are implemented, so both cooperatives’ new rate schedules will coincide 

with the increased transmission revenues flowing to SWTC and the additional 

wheeling expenses incurred by AEPCO under the new 205 MW Point-to-Point 

5 1 5  169-19/3092485~8 
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contract. SWTC also requests that a Transmission Revenue Adjustor be 

implemented as discussed later in my testimony. 

Q. 

A. 

What level of margins is SWTC requesting in this rate application? 

SWTC is requesting operating margins of about $4.4 million. On a cash basis, the 

requested margins would generate approximately $3 .O million of working capital 

on an annual basis. We have reviewed our working capital needs going forward 

and determined that about $10 million is necessary to support ongoing operational 

requirements and the general fund levels necessary to support SWTC’s 

construction program. The requested level of margins will gradually build toward 

that level over the next several years and, as well, be more than adequate to assure 

mortgage compliance. It will also continue to improve SWTC’s equity position. 

Q. 

A. 

What is SWTC’s current equity position? 

As of December 3 1, 201 1, equity as a percentage of total capitalization was 

10.84%. That is higher than the 9.21% we had projected in our most recent 

financial forecast and is also an improvement over the equity level discussed at 

the time of our last rate case hearing in 2010. The margin level requested here 

should continue to improve this equity position. 

Q. Mr. Scott, is SWTC requesting Commission approval of a change in its 

depreciation rates pursuant to the requirements of R14-2-102.C.l.? 

Yes. SWTC contracted with Burns & McDonnell (“B&M’) to conduct a life 

assessment study of the SWTC transmission system. A copy of B&M’s June 

2012 study is attached as Exhibit PS-1. Table ES-I, 2012 Depreciation Rate 

Study, at page ES-5 of the study summarizes the Proposed Depreciation Rate for 

A. 
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each category of Transmission Plant. That table is attached to this testimony as 

Exhibit PS-2. SWTC requests Commission approval of the rates as stated. 
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Please describe SWTC’s proposal for a Transmission Revenue Adjustor 

( “ T U ” )  mechanism. 

SWTC requests Commission approval to implement a TRAY which will allow its 

monthly Network transmission rate to increase or decrease based upon either the 

loss or the acquisition of a long-term Point-to-Point transmission service 

agreement. Mr. Pierson provides more details concerning this request, but the 

basic concept is to hold authorized revenues constant, regardless of the addition or 

loss of a Point-to-Point contract of more than one year in duration. The proposed 

TRA is based on the same level of revenue requirements authorized by the 

Commission in its Decision in this rate filing. 

Why is SWTC requesting this adjustor mechanism? 

The TRA would allow SWTC to adjust its Network transmission rate in direct 

response to actual changes in Point-to-Point billing units without requiring the 

time and expense of a formal rate filing and without affecting our approved 

revenue requirements. It would allow new Point-to-Point revenues to reduce our 

members’ and customers’ Network rates on a more real-time basis. Also, 

responsive to the concerns expressed by the Commission in SWTC’s recent loan 

approvals and its last rate cases regarding the financial stability and equity 

position of the cooperative, another benefit of the TRA is that it would afford 

additional protection against any unanticipated decrease in Point-to-Point 

23 revenues. I 
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1 CONCLUSION 

2 Q. Please summarize SWTC’s requests. 

3 A. 

4 

5 

6 

SWTC asks that the Commission approve the new rates to be effective on 

November 1, 2013 or at the same time as implementation of AEPCO’s new rates. 

We also request approval of the revised depreciation rates stated in Exhibit PS-2, 

as well as the proposed TRA mechanism. 

7 Q. Does this conclude your direct testimony? 

8 A. Yes, it does. 

8 
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June 19,2012 

Mr. Charles Walling, P.E. 
Manager of Engineering 
Southwest Transmission Cooperative, Inc. 
1000 S. Highway 80 
Benson, AZ 85602 

Re: 201 2 Comprehensive Depreciation Study 
Project No. 65700 

Dear Mr. Walling: 

This report encompasses the Comprehensive Depreciation Study (the Study, report), completed by Burns 
& McDonnell Engineering Company (Bums & McDonnell) on behalf of Southwest Transmission 
Cooperative, Inc. (SWTC), for SWTC’s transmission assets as of December 31,201 1. The Study was 
prepared in accordance with Burns & McDonnell’s letter and scope of service dated December 20,201 1. 
The Study was performed for all transmission facilities accounted for in accordance with Rural Utilities 
Service (RUS) Bulletin 1 767B- 1, Uniform System of Accounts. 

The depreciation rates developed as part of this study must be approved by the RUS before 
implementation by SWTC. This Study reflects the results of Burns & McDonnell’s engineering 
assessment and analysis of the remaining useful lives of SWTC’s transmission system assets and presents 
our proposed transmission system depreciation rates. 

The Study presents the proposed remaining life estimates and the corresponding proposed depreciation 
rates for each account of SWTC’s transmission system. This Study also provides comparisons of SWTC’s 
annual depreciation expense calculated using both the existing and the proposed depreciation rates based 
on the transmission assets in service as of December 3 1,201 1.  This comparison shows the proposed 
depreciation rates would result in a decrease in depreciation expense of approximately $1.35 million per 
year. 

This report represents the completion of Bums & McDonnell’s scope of services for the Comprehensive 
Depreciation Study on behalf of SWTC. Our project manager and team of engineers who participated in 
the project would like to extend appreciation to the staff for their assistance during the project. We also 
are available to discuss this report and Burns & McDonnell’s findings with you at your convenience. 

Sincerely, 
Burns & McDonnell 

Ted J. Kelly 
Principal & Project Director 

TJK/jes 

9400 Ward Parkway Kansas City, Missouri 641 14-3319 
Tel: 816-333-9400 Fax: 816-333-3690 www.burnsmcd.com 

http://www.burnsmcd.com
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Depreciation Study Executive Summary 

EXECUTIVE SUMMARY 

This report describes the Comprehensive Depreciation Study (the Study), completed by Burns & 

McDonnell Engineering Company (Burns & McDonnell) on behalf of Southwest Transmission 

Cooperative, Inc. (SWTC; or the Cooperative), pertaining to SWTC’s transmission assets in 

service as of December 3 1,20 1 1. The Study was prepared in accordance with a Burns & 

McDonnell letter proposal dated December 20,20 1 1. 

INTRODUCTION 

The Study desired by SWTC was to be performed for all SWTC transmission facilities accounted 

for in accordance with Rural Utilities Service (RUS) Bulletin 1767B-1. SWTC requires a 

comprehensive depreciation study be performed in accordance with RUS Bulletin 1767B-1 , 

Uniform System of Accounts every five years. 

Much of the data used in the analysis of SWTC’s depreciation rates was provided by the 

Cooperative’s staff. This included various computer-generated accounting records, certain 

performance results, budgets, inspection reports, technical documents such as maps and a 

Construction Work Plan, procedure manuals, and other documents. Historical data from 1952 to 

201 1 that was recorded in SWTC’s accounting system was used throughout the analyses. 

In addition, site visits were conducted to inspect several of SWTC’s transmission substations, 

associated transmission lines, and the headquarters office in Benson, Arizona on April 17 to 19, 

20 12. Key transmission, maintenance, and accounting staff were interviewed and the condition 

of the facilities was assessed during these site visits. The physical site observations of the system 

facilities did not include any internal inspections or examinations, environmental testing, or the 

completion of any performance tests on the equipment and facilities. No mathematical modeling 

analysis was included in the scope of the facilities observations. 

The transmission engineers and depreciation consultants then applied their experience and 

engineering judgment in approximating the useful lives of SWTC’s transmission facilities. The 

projected remaining usehl lives of the various transmission assets were then developed and 

Southwest Transmission Cooperative ES-I Bums & McDonnell 
Benson, Arizona Kansas City, Missouri 
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factored into the depreciation rate analysis performed by Burns & McDonnell’s depreciation 

consultants. The Study also included analysis of the service life characteristics; projected net 

salvage values; and depreciation reserves for the transmission assets. 

Generally accepted depreciation study procedures widely used by the utility industry were 

followed. Actuarial analysis of average service lives and dispersions based on historical 

characteristics of the RUS account since inception were developed. The Whole Life method and 

Life Span method were used to calculate the proposed depreciation rate for each account based 

on industry standards and account history 

ENGINEERING ASSESSMENT 

The estimated useful lives for SWTC’s transmission assets were based, in part, on the following. 

0 

0 SWTC’s Construction Work Plan 

0 Other SWTC documents 

0 

0 

0 Interviews with SWTC staff 

0 

0 

0 

SWTC’s records of operation, maintenance and component replacements 

On-site inspections of major SWTC transmission assets 

The experience of Burns & McDonnell’s transmission engineers 

The experience of Burns & McDonnell with other utilities 

The 2007 Useful Life Study developed by Burns & McDonnell 

The 2008 Useful Life Study Update developed by Burns & McDonnell 

Burns & McDonnell’s approach to meeting the requirements for the Study was based, in part, on 

the physical site observations of several of SWTC’s transmission facilities and the experience of 

Burns & McDonnell’s transmission system engineers. The activities performed during the site 

visits at selected facilities included: 

Development of facilities descriptions 
0 

0 

0 

Observation of transmission equipment and facilities 

Evaluation of equipment and facilities condition 

Interviews of operating and maintenance staff 

Southwest Transmission Cooperative ES-2 
Benson, Arizona 
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0 

0 

0 

Reviews of organization structure, procedures, and staffing levels 

Determination of facility operating and maintenance practices 

Collection of pertinent equipment and operating information 

Based on the above factors, useful lives for each account were determined and benchmarked 

against the normal life expectancies and industry standards for substation and transmission line 

assets. The estimated useful life and the remaining useful life for each account are shown in 

Table ES-I . Burns & McDonnell observed that SWTC follows a comprehensive replacement 

program where individual components are repaired or replaced when they reach a certain age or 

become damaged. Burns & McDonnell recommends that SWTC continue to follow a 

comprehensive maintenance program where individual components should be either repaired or 

replaced as damage is identified. 

DEPRECIATION RATE ANALYSIS 

The Study was conducted to analyze the service life characteristics, net salvage indications, and 

depreciation reserve status based on historical data from SWTC’s accounting records, and then to 

derive appropriate depreciation rates for SWTC’s transmission system. Actuarial analyses were 

performed using SWTC’s historical data and applied to individual accounts to estimate useful 

service lives and net salvage rates. 

Two primary methods were used to calculate depreciation accruals: the Whole Life method 

(Account 353 -Station Equipment, Account 355-Poles, Account 356 -Lines and Conductors), 

and the Life Span method combined with the Remaining Life technique (Account 352 - 

Structures and Account 354 -Towers). 

S WTC did not have removal cost and net salvage data available in order to assess whether 

specific detailed estimates of terminal removal costs and net salvage values for the SWTC 

transmission assets could be developed with reasonable substantiation. Therefore, industry 

standards and the past experience of Burns & McDonnell with other utilities were considered in 

the projected net salvage values. 

Southwest Transmission Cooperative ES-3 Burns & McDonnell 
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Table ES- 1 shows each transmission account balance and reserve balance as of December 3 1 , 
201 I .  Table ES-I also summarizes the results of the depreciation rate analysis by showing the 

existing depreciation rates and existing annual depreciation expense compared to the proposed 

depreciation rates and proposed annual depreciation expense. Detailed calculations for the 

proposed depreciation rates are provided in Appendix A. 

Annual depreciation expense based on applying the existing depreciation rates to the December 

3 1 , 201 1 balances in each account totaled $4.18 million. The application of the proposed 

depreciation rates to the same December 3 1 , 201 1 account balances resulted in estimated annual 

depreciation expense of approximately $2.84 million, representing an estimated decrease in 

SWTC’s total annual depreciation expense approximately $1.35 million or 32 percent. 

Southwest Transmission Cooperative ES-4 
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Depreciation Study Executive Summary 

SUMMARY & CONCLUSIONS 

Based on our analysis of the information provided by SWTC and the results of our on-site 

observations of the SWTC system facilities, Bums & McDonnell has formulated estimates of the 

remaining useful service lives for the transmission system assets. From this, proposed 

depreciation rates have been developed for all of the Cooperative’s transmission assets utilizing 

historical accounting records data, other published depreciation survey information, the 

experience of Bums & McDonnell’s depreciation consultants, and generally-accepted 

depreciation standards and methodologies. 

Assuming that any damaged and older components of the equipment are either repaired or 

replaced, Burns & McDonnell finds that (from an engineering perspective) all of SWTC’s 

transmission system could remain in reliable operating service well into the future. This 

conclusion is conditioned by the forthcoming statement of limiting conditions. 

Therefore, Burns & McDonnell recommends to SWTC that it consider pursuing approval and 

implementation of the proposed depreciation rates for each RUS transmission account as 

presented in this report. These proposed depreciation rates are projected to decrease the total 

annual depreciation expense of SWTC by approximately 32 percent. 

STATEMENT OF LIMITING CONDITIONS 

The analysis and results of the Study developed and presented herein by Burns & McDonnell are 

based on sound engineering and economic theory. However, certain factors and parameters 

affecting the performance of the Study must be clearly stated. The estimated remaining useful 

lives, net salvage rates, and proposed depreciation rates are provided subject to the following 

limiting conditions: 

1 .  All existing information and facts known to SWTC were assumed to have been made 

available. 

2. Assessments of the condition of the assets were based solely on casual observations. No 

detailed testing of any of the equipment or facilities was performed by Burns & McDonnell. 

Southwest Transmission Cooperative ES-6 Bums & McDonnell 
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3. Continuation of generally accepted levels of and procedures for operation and maintenance 

of the transmission system throughout the remaining life was assumed. 

4. Emphasis on the engineering assessment of the generating assets and transmission assets was 

assumed. No physical inspection of the general plant assets was made. 

In the preparation of this report, the information provided to us by SWTC was used by Bums & 

McDonnell to make certain assumptions with respect to conditions that may exist in the future. 

While we believe the assumptions made are reasonable for the purposes of this report, we make 

no representation that the conditions assumed will, in fact, occur. In addition, while we have no 

reason to believe that the information provided to us by SWTC, and on which we have relied, is 

inaccurate in any material respect, we have not independently verified such information and 

cannot guarantee its accuracy or completeness. To the extent that actual future conditions differ 

from those assumed herein or from the information provided to us, the actual results will vary 

from those projected. 

* * * * *  

Southwest Transmission Cooperative ES-7 Burns & McDonnell 
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Depreciation Study Introduction 

PART I 

INTRODUCTION 

This report describes the Comprehensive Depreciation Study completed by Bums & McDonnell 

Engineering Company for SWTC Electric Corporation (as of December 3 1,201 1 ) .  The Study 

was prepared in accordance with Burns & McDonnell’s letter and scope of service dated 

December 20, 201 1 .  The Study desired by SWTC was to be performed for all transmission 

facilities accounted for in accordance with RUS Bulletin 1767B-1, Uniform System of Accounts. 

Part I1 of the Study, Engineering Assessment, is intended to address the issues identified by the 

RUS to be covered in the Study: 

0 

0 

0 

0 

0 

0 

Discussion of facility basic design and equipment 

Analysis of system historical performance 

Review of on-site inspection and analysis of physical condition 

Discussion of SWTC’s operation and maintenance 

Analysis of external and environmental factors affecting asset useful lives 

Statement of opinion regarding remaining economic lives and proper depreciation rates 

Descriptions of the SWTC transmission assets inspected are provided, along with assessments of 

the current physical condition of each substation developed through the on-site observations of 

the facilities. The engineering assessment presented in Part I1 addresses each of the above areas, 

with the exception of the development of proposed depreciation rates. 

The analyses leading to formulation of proposed new depreciation rates for SWTC are described 

in Part 111. Part I11 provides brief descriptions of the alternative methods used in calculating 

depreciation rates and identifies the specific method used, as well as the various considerations 

and assumptions made, in developing the actuarial analyses for each account. Detailed 

calculations for all the accounts are provided in Appendix A. 

Southwest Transmission Cooperative 1-1 Bums & McDonnell 
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Part IV of the Study summarizes the results of the Study and quantifies the estimated impact of 

the proposed depreciation rates on S WTC’s annual depreciation expense accrual. 

SOUTHWEST TRANSMISSION COOPERATIVE 

S WTC is a transmission cooperative that provides bulk wholesale transmission service to its 

member distribution cooperatives, with delivery through high-voltage transmission facilities it 

owns and operates. SWTC was established as a cooperative and is operated under the authority 

of the RUS, an agency within the United States Department of Agriculture. SWTC is 

headquartered in Benson, Arizona and provides wholesale transmission to all or part of 10 

counties in southern Arizona and one in California. 

S WTC owns and operates approximately 620 miles of transmission lines operated at 69 kV, 1 15 

kV, 230 kV, 345 kV, and 500 kV. In addition, the Cooperative’s transmission system includes 

26 electric substations with over 3,901 MV of transformer capacity. 

PURPOSE OF STUDY 

SWTC requires a comprehensive depreciation study be performed in accordance with RUS 

Bulletin 1767B-1, Uniform System of Accounts every five years. 

SWTC solicited a proposal for services for and retained Burns & McDonnell to perform the 

Study in accordance with RUS guidelines. This Study includes: 

A discussion of several transmission substation’s basic design and equipment 

A discussion of the composition of the transmission system 

An on-site review and analysis of several substations and their current physical condition 

A discussion of the operating and maintenance procedures for the transmission system 

External factors that may impact the transmission system and its remaining usefbl life 

PROJECTAPPROACH 

Burns & McDonnell’s approach to meeting the above stated requirements for the Study was 

based on the performance of physical site observations of the transmission system. Transmission 

Southwest Transmission Cooperative 1-2 
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engineers then applied their experience and engineering judgment in approximating the 

remaining lives of each of SWTC’s transmission system Accounts. The activities performed 

during the site visits at each substation included: 

0 

0 

0 Development of facilities descriptions 

Observation of transmission equipment and facilities 

Evaluation of equipment and facilities condition 

Interview of transmission operating and maintenance staff 

Determination of transmission system operating and maintenance practices 

Assessment of transmission operating and maintenance experiences 

Collection of other pertinent operating information 

The physical site observations of the system facilities did not include any internal inspections or 

examinations, environmental testing, or the completion of any performance tests on the 

equipment and facilities. No mathematical modeling analysis was included in the scope of the 

faci 1 ities observations. 

SWTC did not have historical removal cost and salvage accounting data available in order to 

assess whether specific detailed estimates of terminal removal costs and net salvage values for 

the SWTC transmission assets could be developed with reasonable substantiation. Therefore, 

industry standards and the past experience of Burns & McDonnell’s depreciation consultants 

with other utilities were considered in the projected net salvage values. 

The projected remaining economic lives of the various generating and transmission assets and 

the estimates of the net salvage values were then factored into the depreciation rate analysis 

performed by Burns & McDonnell’s depreciation consultants. The Study included analysis of the 

service life characteristics, net salvage values, and depreciation reserves for the transmission 

system. Raw historical transmission system accounting data from 1952 to 201 1 was obtained 

from SWTC’s Accounting system. 

Generally accepted depreciation study procedures and actuarial analyses widely used by the 
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utility industry were followed. Actuarial analyses of average service lives and dispersions based 

on historical characteristics of the asset retired for each active RUS transmission account since 

inception were developed. Either the Whole Life method or the Life Span method with the 

Remaining Life technique was used to calculate the proposed depreciation rate for each account, 

depending on the nature of the types of property units included in an account. 

SOURCES OF DATA 

Much of the information used in the analysis of SWTC’s depreciation rates was provided by 

S WTC’s staff. This included various computer-generated accounting data from SWTC’s 

Accounting system, certain performance results, budgets, inspection reports, technical 

documents such as drawings and specifications, a Construction Work Plan, policies and 

procedure manuals, and other documents. Historical data from 1952 to 201 1 as recorded in 

S WTC’s Accounting system was used throughout the analyses. 

In addition, site visits were conducted at a variety of SWTC’s transmission substations, 

transmission lines, and other transmission system assets. Key transmission, maintenance, and 

accounting staff were interviewed and the condition of the facilities was discussed and assessed 

during these site visits. 

* * * * *  
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PART II  
ENGINEERING ASSESSMENT 

OVERVI EW 

This section of the Study provides the engineering assessment of SWTC’s transmission system 

including structures, substations, poles, lines, towers, and station equipment. During the Study, 

the following efforts were conducted to examine SWTC’s transmission system from an 

engineering perspective: 

1.  Review of SWTC’s retirement records and history 

2. Analysis of current operating and maintenance practices 

3. Completion of physical site inspections 

4. Estimation of the remaining service life of major transmission facilities 

The engineering assessments of a representative sample of the major transm,,sion substations, 

structures, poles, lines and towers are presented in the following portions of this section of the 

Study. The analyses leading to formulation of proposed new depreciation rates for SWTC are 

described in Part 111. 

TRANSMISSION S U BSTATIO NS 

This section of the Study provides an engineering assessment of SWTC’s transmission 

substations physically inspected by Burns & McDonnell. S WTC has approximately 30 

substations and 1,800 miles of transmission lines located throughout southern and west central 

Arizona. It would be time prohibitive to physically inspect all of the SWTC transmission 

system, so it was the objective of Burns & McDonnell to select a representative sample of 

S WTC transmission system assets to inspect. The following seventeen substations located in the 

vicinity of Benson and Tucson, Arizona were physically inspected by Burns & McDonnell. 

Substations 
Apache 230 kV Substation (Apache) 
Avra Valley Substation (Avra Valley) 
B ic knell Substation (B icknell) 
Butterfield Substation (Butterfield) 

Southwest Transmission Cooperative 11-1 Bums & McDonnell 
Benson, Arizona Kansas City, Missouri 



DeDreciation Study EngineerinP Assessment 

Kartchner Substation (Kartchner) 
New Tucson Substation (New Tucson) 
Oracle Substation (Oracle) 
Pantano Substation (Pantano) 
Saddlebrooke Ranch Substation (Saddlebrooke Ranch) 
Sahuarita Substation (Sahuarita) 
San Rafael Substation (San Rafael) 
Sandario Substation (Sandario) 
Thornydale Substation (Thornydale) 
Three Points Substation (Three Points) 
Vail Substation (Vail) 
Valencia Substation (Valencia) 
Winchester Substation (Winchester) 

On April 18 and 19,2012, Mr. Ted Kelly and Mr. Jon Summerville of Burns & McDonnell met 

with representatives of SWTC to discuss the condition, operations, and maintenance of SWTC’s 

transmission system. Mr. Ron Knutson and Mr. Keith Jacobs of SWTC were the individuals 

with whom Burns & McDonnell conducted transmission substation inspections and discussed 

each substation’s condition, operation and maintenance. 

During the substation inspections, Burns & McDonnell first verified that each major piece of 

equipment shown on the power delivery network one-line diagram was currently in service at the 

respective substation. Major substation equipment included transformers, circuit breakers, circuit 

switchers, and control buildings. 

Burns & McDonnell then visually assessed the condition of the major pieces of equipment at 

each substation. In addition to the major equipment listed above, Burns & McDonnell also 

assessed the condition of the supporting structures, oil containment, fencing, meters, security, 

and other outdoor infrastructure. In general, Burns & McDonnell found SWTC’s substations to 

be in excellent condition, maintained at a high level and had low levels of stress in comparison to 

similar assets in other electric utility systems. Further, several SWTC substations are jointly 

owned and it was clear that the areas of the substation owned by SWTC were generally better 

maintained than the areas owned by other utilities. 
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Apache Substation 

The Apache substation is SWTC’s oldest and largest substation. Apache was installed in 1963 

and is located in the east-central portion of SWTC’s territory on the site of the 600 MW Apache 

Generation facility. Apache has the following equipment: 

a 230 kV line connecting to Redtail Substation, 

a 230 kV line connecting to Winchester Substation, 

a 230 kV line connecting to Butterfield Switchstation, 

a 115 kV line connecting to APS Hayden Substation, 

a Western Area Power Administration (WAPA) 1 15 kV line connecting to Adams & 

Nogales Tap, 

three 69 kV lines connecting to Sulphur Springs Valley Electric Cooperative (SSVEC), 

five 230 kV transformers, 

twelve 230 kV circuit breakers (three oil, nine gas), 

four 115 kV transformer, 

seven 1 15 kV circuit breakers, 

one 11 5 kV circuit breaker owned by Western, 

two 69 kV transformers, 

one 69 kV transformer owned by SSVEC, 

nine 69 kV circuit breakers (four oil, five gas). 

Two control buildings located within the substation contain all of the electrical controls 

associated with both the circuit switchers and breakers. The control building also houses all of 

the protection equipment needed to provide adequate electrical protection for the substation 

transformers, breakers and the associated transmission lines that enter and exit the substation, 

A physical observation of Apache was made on April 18, 2012. The substation appears to be in 

good working condition. There were some signs of surface rust located on the steel structures 

and some of the major equipment (which would be expected for equipment of this age and do not 

affect the structural integrity of the equipment) which SWTC is replacing. There were no signs 

of current or past oil leaks from any of the oil insulated equipment. 
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Avra Valley Substation 

The Avra Valley substation was installed in 1997 and is located on the western side of SWTC’s 

territory close to Sandario. Avra Valley also contains 25 kV assets owned by Trico Electric 

Cooperative (TRICO). Avra Valley has: 

0 

0 

0 one 115 kV transformer, 

0 

0 

a 115 kV line connecting to Marana, 

a 1 15 kV line connecting to Sandario, 

three 115 kV circuit breakers. 

25kV feeders that are owned by TRICO. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for the substation 

transformers, breakers and the associated transmission lines that enter and exit the substation. 

A physical observation of Avra Valley was made on April 19, 20 12. The substation appears to 

be in very good working condition, however, some foundation footings close to the transformer 

had very small hairline surface cracks. While this may not be normal for a substation this new, 

there is no cause for concern in the near-term because SWTC is aware of the condition and 

monitoring the footings. There is no oil insulated equipment at Avra Valley. 

Bicknell Substation 

The Bicknell substation was installed in 1975 and located in the southwest portion of SWTC’s 

territory. Bicknell has: 

0 

0 

0 

0 

0 

0 one 345 kV transformer, 

0 two 230 kV transformers, 

a 345 kV line going out to Vail, 

a 230 kV line going out to Sahuarita, 

a 115 kV line coming in from Three Points, 

a 115 kV line going out of Bicknell owned by FMI, 

a 25 kV line and 69 kV line going out that are owned by TRICO, 
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0 

0 

0 

0 

0 

0 

0 

two 11 5 kV transformers, 

four 230 kV circuit breakers, 

six 1 15 kV circuit breakers (three oil, three gas), 

one 115 kV circuit switcher, 

two 69 kV circuit breakers, 

one 25 kV circuit breaker. 

25kV feeders that are owned by TRICO. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for the substation 

transformers, breakers and the associated transmission lines that enter and exit the substation. 

A physical observation of Bicknell was made on April 19, 2012. The substation appears to be in 

good working condition. There were no signs of current or past oil leaks from any of the oil 

insulated equipment. 

Butterfield Switchstation 

Butterfield is a small substation that was installed in 1989 and is located in the east-central 

portion of SWTC’s territory. Butterfield has: 

0 

0 

0 

0 

a 230 kV line coming in from Apache, 

a 230 kV line going out to San Rafael, 

a 230 kV line going out to Pantano, 

three 230 kV circuit breakers. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

breakers and the associated transmission lines that enter and exit the substation. 
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A physical observation of Butterfield was made on April 18,2012. The substation appears to be 

in good working condition. There is no oil insulated equipment at Butterfield. 

Kartchner Substation 

The Kartchner substation was installed in 1974 and is located in the southern portion of SWTC’s 

territory close to San Rafael. Kartchner has: 

0 

0 

0 one 115 kV transformer, 

0 

0 

0 

a 11 5 kV line coming in from Pantano, 

four 69 kV lines going out owned by SSVEC, 

one 115 kV circuit breaker, 

two 69 kV capacitor banks, 

seven 69 kV circuit breakers (four oil, three gas). 

A control building located within the substation contains all of the electrical controls associated 

with the transformer, capacitor banks and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformers and the associated transmission lines that enter and exit the substation. 

A physical observation of Kartchner was made on April 18,2012. The substation appears to be 

in good working condition. There were no signs of current or past oil leaks from any of the oil 

insulated equipment. 

New Tucson Substation 

The New Tucson substation was installed in 201 1 and is located in the central portion of 

S WTC’s territory between Sahuarita and Pantano. New Tucson contains: 

0 

0 

0 

0 a 230 kV transformer, 

0 

0 

a 230 kV line coming in from Sahuarita, 

a 230 kV line going out to Pantano, 

25 kV feeders going out that are owned by TRICO, 

three 230 kV circuit breakers, 

a 25 kV breaker owned by TRICO. 
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A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformers and the associated transmission lines that enter and exit the substation. 

A physical observation of New Tucson was made on April 19,2012. The new substation 

appears to be in good working condition. There is no oil insulated equipment at New Tucson. 

Oracle Junction Substation 

The Oracle Junction substation was installed in 1990 and is located in the west-central portion of 

SWTC’s territory by Saddlebrooke Ranch. Oracle Junction is partially owned by the San Carlos 

Irrigation Project (SCIP) and has: 

0 

0 

one 69 kV transformer, 

a 115 kV line owned by SCIP, 

a 69 kV line owned by SCIP, 

a 69 kV line going out owned by TRICO, 

two 1 I5  kV transformers, 

six 69 kV circuit breakers. 

A control building located within the substation contains all of the electrical controls associated 

with both the transformers and breakers. The control building also houses all of the protection 

equipment needed to provide adequate electrical protection for both the substation transformers 

and the associated transmission lines that enter and exit the substation. 

A physical observation of Oracle was made on April 19,2012. The substation appears to be in 

good working condition. There is no oil insulated equipment at Oracle Junction. 

Pantano Substation 

Pantano is a small substation that was installed in 1974 and is located in the central portion of 

SWTC’s territory. Pantano has: 

0 a 230 kV line coming in from New Tucson, 
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0 

0 

0 a 230 kV transformer, 

0 

0 

0 

a 230 kV line going out to Butterfield, 

a 11 5 kV line going out to Kartchner, 

two 230 kV circuit breakers, 

one 230 kV circuit switcher, 

two 1 15 kV circuit breakers (both oil). 

A control building located within the substation contains all of the electrical controls associated 

with the transformer, circuit switcher and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformer and the associated transmission lines that enter and exit the substation. 

A physical observation of Pantano was made on April 19,2012. The substation appears to be in 

good working condition. There were no signs of current or past oil leaks from any of the oil 

insulated equipment. 

Saddle b roo ke Ranch Substation 

The Saddlebrooke Ranch substation was installed in 2007 and is located on the north-central 

portion of SWTC’s territory close to Oracle. Saddlebrooke Ranch has: 

0 

0 

0 

0 

0 

0 

a 115 kV line coming in from Oracle owned by APS, 

another 11 5 kV line going out to San Manuel owned by APS, 

25 kV feeders going out owned by TRICO, 

one 11 5 kV transformer, 

three 115 kV circuit breakers, 

a 25 kV circuit breaker owned by TRICO. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for the substation 

transformer, breakers and the associated transmission lines that enter and exit the substation. 
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A physical observation of Saddlebrooke Ranch was made on April 19,20 12. The substation 

appears to be in good working condition. There was no oil insulated equipment at Saddlebrooke 

Ranch. 

Sahuarita Substation 

Sahuarita is a small substation that was installed in 1999 and is located in the central portion of 

SWTC’s territory. Sahuarita has: 

0 

0 

0 

0 a 230 kV transformer. 

a 230 kV line coming in from Bicknell, 

a 230 kV line going out to New Tucson, 

25 kV feeders going out that are owned by TRICO, 

three 230 kV circuit breakers, 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformers and the associated transmission lines that enter and exit the substation. 

A physical observation of Sahuarita was made on April 19,2012. The substation appears to be 

in good working condition. There was no oil insulated equipment at this substation. 

San Rafael Substation 

San Rafael is a small substation that was installed in 1989 and is located in the southern portion 

of SWTC’s territory. San Rafael has: 

0 

0 

0 a 230 kV transformer, 

0 

0 

a 230 kV line going out to Butterfield, 

three 69 kV lines going out that are owned by SSVEC, 

a 230 kV circuit breaker, 

five 69 kV transformers (all oil). 
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A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformer and the associated transmission lines that enter and exit the substation. 

A physical observation of San Rafael was made on April 18, 20 12. The substation appears to be 

in good working condition. There were no signs of current or past oil leaks from any of the oil 

insulated equipment. 

Sandario Substation 

The Sandario substation was installed in 2006 and is located in the west-central portion of 

SWTC’s territory between Avra Valley and Three Points. Sandario has: 

a 115 kV transformer, 

0 

a 115 kV line coming in from Avra Valley, 

a 115 kV line going out to Three Points, 

25 kV feeders going out owned by TRJCO, 

five 1 15 kV circuit breakers, 

two 115 kV capacitor banks. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for the substation 

transformer, breakers, capacitor banks and the associated transmission lines that enter and exit 

the substation. 

A physical observation of Sandario was made on April 19,2012. The substation appears to be in 

good working condition. There was no oil insulated equipment at Sandario. 

Thornydale Substation 

The Thornydale substation is a small substation that was installed in 2001 and is located in the 

north-central portion of SWTC’s territory. Thornydale has: 
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0 

0 

0 a 46 kV transformer, 

0 

a 46 kV line coming in owned by Tucson Electric Power (TEP), 

25 kV feeders going out owned by TRICO, 

a 46 kV circuit breaker. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformer and the associated transmission lines that enter and exit the substation. 

A physical observation of Thornydale was made on April 19, 201 2. The substation appears to be 

in good working condition. There was no oil insulated equipment at Thornydale. 

Three Points Substation 

The Three Points 1 15 kV substation was installed in 1972 and is located in the western portion of 

SWTC’s territory. Three Points has: 

0 

0 

0 

0 

0 

0 

0 

0 

a 115 kV line connected to Sandario, 

a 1 15 KV line going out to Valencia, 

a 115 kV line going out to Bicknell, 

25 kV feeders going out owned by TRICO, 

a 1 1  5 kV transformer, 

four 115 kV circuit breakers, 

a 11 5 kV circuit switcher, 

a 11 5 kV capacitor bank. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformer and the associated transmission lines that enter and pxit the substation. 

A physical observation of Three Points was made on April 19, 2012. The substation appears to 

be in good working condition. There was no oil insulated equipment at Three Points. 
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Vail Substation 

The Vail substation is part of the Vail-Westwing transmission system owned by TEP and was 

originally put in-service in 1976. It is located in the central portion of SWTC’s territory. At Vail 

SWTC owns: 

0 

0 

a 345 kV line going into Vail from Bicknell, 

one and a half 345 kV circuit breakers, 

a 24 percent interest in another 345 kV line and 345 kV circuit breaker. 

A physical observation of Vail was made on April 19,2012 around the perimeter of the 

substation. The substation appears to be in good working condition. There was no oil insulated 

equipment at Vail. 

Valencia Substation 

The Valencia substation was installed in 1994 and is located in the west-central portion of 

SWTC’s territory. Valencia has: 

0 

0 two 115 kV transformers, 

0 

0 

a 115 kV line coming in from Three Points, 

25 kV feeders going out owned by TRICO, 

one 11 5 kV circuit breaker, 

one 115 kV circuit switcher, 

one 25 kV circuit breaker. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformers and the associated transmission lines that enter and exit the substation. 

A physical observation of Valencia was made on April 19, 2012. The substation appears to be in 

good working condition. There was no oil insulated equipment at Valencia. 
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Winchester Substation 

The Winchester substation was installed in 2004 and is located in the north-central portion of 

SWTC’s territory next to a 345 kV substation owned by TEP. Winchester has: 

0 

0 

0 a 345 kV transformer, 

0 

a 345 kV line owned by TEP, 

a 230 kV line coming in from Apache, 

a 230 kV circuit breaker. 

A control building located within the substation contains all of the electrical controls associated 

with both the circuit switchers and breakers. The control building also houses all of the 

protection equipment needed to provide adequate electrical protection for both the substation 

transformer and the associated transmission lines that enter and exit the substation. 

A physical observation of Winchester was made on April 18,2012. The substation appears to be 

in good working condition. There was no oil insulated equipment at Winchester. 

OTHER TRANSMISSION SYSTEM ASSETS 

This section of the Study provides an engineering assessment of SWTC’s other transmission 

system assets including the poles, lines, and towers physically inspected by Bums & McDonnell. 

SWTC has approximately 1,800 miles of transmission lines located throughout southern and 

west central Arizona. It would be time prohibitive to physically inspect all of the other SWTC 

transmission system assets, so it was the objective of Burns & McDonnell to select a 

representative sample of SWTC transmission lines, poles, and towers to inspect. The following 

SWTC transmission system lines, poles, and towers located in the vicinity of Benson and 

Tucson, Arizona were physically inspected by Bums & McDonnell. 

Other Transmission System Assets 
Apache to Winchester 345 kV Line, Poles, and Towers 
Vail to Bicknell 345 kV Line, Poles, and Towers 
Pantano to Kartchner 1 15 kV Line, Poles, and Towers 
San Rafael to Butterfield 230 kV Line, Poles, and Towers 
Butterfield to Pantano 230 kV Line, Poles, and Towers 
Thornydale Line, Poles, and Towers 
Sandario 1 15 kV Line, Poles, and Towers 
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On April 18 and 19,2012, Mr. Ted Kelly and Mr. Jon Summerville of Burns & McDonnell met 

with representatives of SWTC to discuss the condition, operations, and maintenance of SWTC’s 

other transmission system assets. Mr. Ron Knutson and Mr. Keith Jacobs of SWTC were the 

individuals with whom Burns & McDonnell conducted transmission system inspections and 

discussed the transmission system’s condition and operation and maintenance. 

During the inspections, Burns & McDonnell first verified that the other transmission system 

assets were currently in service at the respective substation. Burns & McDonnell then visually 

assessed the condition of the lines, towers, and poles around each substation that was inspected. 

In general, SWTC’s transmission system assets were in excellent condition, being replaced as 

needed, maintained at a high level and had low levels of stress as compared to similar assets in 

other electric utility transmission systems. 

OPERATIONS & MAINTENANCE 

Based on all observations of the transmission substations and other transmission system assets, 

maintenance of the transmission system appears to have been performed on a regular basis. 

Observations from the site inspections are described below and pictures provided where 

applicable. 

Some 1 15 kV and higher oil circuit breakers have been replaced and the remaining oil circuit 

breakers continue to have regular maintenance and are in good working order. SWTC is 

currently replacing all of its 1 15 kV and higher oil circuit breakers. These oil circuit breakers at 

Apache are scheduled to be replaced soon. 
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Of the remaining oil circuit breakers, no signs of leaking oil or leaked oil were visible, as shown 

below for these oil circuit breakers at Bicknell. 
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All the fencing at each substation was complete and in very good condition, as shown here at 

Pantano and Bicknell. 

Southwest Transmission Cooperative 
Benson, Arizona 

11-16 Bums & McDonnell 
Kansas City, Missouri 



Deweciation Study Engineering Assessment 

Most substation fencing had no gaps between the fence and ground. Although there is a small 

gap between the ground and fencing shown below, it was rare and in all instances fell within the 

industry’s four inch guideline. 

A new gas analyzer employing the latest technology was recently installed at Apache as shown 

below. New gas analyzers have been installed at the oldest and most critical SWTC 

transformers. 
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The liquid temperature meter on this transformer at Apache shows that a somewhat high 

temperature was reached, but that SWTC quickly resolved the issue and the liquid temperature is 

well within a normal range now. 

A very small amount of surface rust was found as shown below, but overall, the vast majority of 

equipment is being well maintained and replaced when needed. 
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A walkway tile at Kartchner had cracked and was broken and is being replaced. 
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At Bicknell the third winding temperature meter from the top appeared to be not operating. 

S WTC is investigating whether this meter needs to be replaced or is merely not used any more. 
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Part of the proper maintenance of any transmission system involves replacing older equipment 

when necessary and SWTC replaces wood poles with steel poles when needed. For example, all 

the older wood poles on this 1 15 kV line from Apache to Hayden are currently being replaced. 

This older oil transformer at Bicknell will be replaced soon. 
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This older circuit breaker at Apache will also be replaced soon. 

Two major aspects of transmission system maintenance often overlooked by electric utilities 

involve safety and security. Many transmission system failures and outages are the result of 

inadequate security or unsafe conditions. SWTC’s substation gate security was very good. 

Transmission system dispatchers were called before and after every substation inspection and 

gate locks were secured at every substation. SWTC employs many safety and security features 

when needed not found in other transmission systems, such as: 

Snake intrusion prevention at Valencia 
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0 Bird noise at Three Points to scare off Raptors 

0 Animal intrusion prevention at Avra Valley 
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0 New transmission locks on all station equipment and cabinets 

0 Substations had many warning signs 
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Engineering Assessment Depreciation Studv 

0 

0 

Good fencing (as described above) 

Actual walls surrounding the substation when needed 

Roped off work areas 
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Depreciation Study EnaineerinP Assessment 

Hardhats were worn inside substations 

Although a few minor issues were identified, overall, the inspections showed SWTC’s 

transmission system to be very well maintained. In substations that SWTC shares transmission 

system equipment with other electric utilities, the equipment and area maintained by SWTC was 

always better maintained. The following pictures are typical of the conditions found at each 

substation. 
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Deweciation Study Engineering Assessment 
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Depreciation Studv Engineering Assessment 

USEFUL SERVICE LIFE 

Estimated useful lives for SWTC’s transmission system assets were based primarily on national 

industry standards regarding the expected useful life of major electric transmission system 

equipment, SWTC’s operating and maintenance records, Burns & McDonnell’s experience with 
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other utilities, the climate in Arizona, and physical site inspections of SWTC’s transmission 

system. The estimated useful lives for each transmission system account are shown below and 

include two additional years from what would be typical in other parts of the country due to the 

very dry climate in Arizona which leads to less corrosion over time. 

TRANSMISSION PLANT USEFUL LIFE (years) 
35200 Structures & Improvement 57 
35300 Station Equipment 
35400 Towers & Fixtures 
35500 Poles & Fixtures 
35600 Overhead Conductors 
35900 Roads and Trails 

55 
60 
52 
55 
57 

Burns & McDonnell recommends that SWTC continue to follow a comprehensive program of 

testing on all major equipment approaching the manufacturer service limits and other critical 

equipment. Individual components should be either repaired or replaced as damage is identified. 

Certain tests should continue to be performed on an annual basis, such as analysis of oil samples 

retrieved from transformers. Other tests, such as thermal imaging of electrical connections, can 

be done less frequently. 

Electrical insulation is subject to loss of dielectric capability, particularly when subjected to heat. 

Testing programs are generally able to determine the capability of the components, so 

replacement or repairs can be initiated before the component affects availability. These 

programs should be implemented and the frequency increased as the equipment ages. Several of 

the SWTC transmission substations are approaching the age when an electrical insulation testing 

program should be performed. Assuming the testing recommended is conducted and assuming 

any damaged components are either repaired or replaced, there would be no reason, from an 

electrical engineering perspective, that all of S WTC’s transmission substations cannot remain in 

service as long as they are economically viable to operate. 

* * * * *  
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Depreciation Study Demeciation Rate Analysis 

PART 111 

DEPRECIATION RATE ANALYSIS 

Part 111 of this Study describes the methodology and presents the results of the analysis 

performed in the formulation of proposed new depreciation rates for the transmission system 

assets of SWTC. The depreciation rate analysis was performed based on the historical accounting 

records of SWTC as of December 3 1,201 1 .  The methodologies and basis for completing this 

Study are similar to the processes utilized in completing similar depreciation rate studies 

approved by RUS. 

STUDY SCOPE & PURPOSE 

This depreciation rate analysis was conducted to analyze the service life characteristics, net 

salvage indications, and depreciation reserve status based on historical data from SWTC’s 

accounting records, and then to derive appropriate depreciation rates for SWTC’s transmission 

system accounts. 

The procedures used to analyze SWTC’s historical data pertaining to useful service lives and net 

salvage rates are discussed for the assets represented by each transmission system account, This 

narrative description of the depreciation rate analysis completed for SWTC includes a variety of 

concepts related to common utility depreciation terminology and study techniques. Various 

reference materials are readily available that provide thorough explanations of these concepts.’ 

There was no historical salvage and removal cost accounting data in SWTC’s accounting system 

for which to perform statistically valid actuarial studies so engineering estimates were made 

based on industry standards and the historical data from similar utilities. This data, combined 

with the engineering judgment of the depreciation consultants, was relied upon in the completion 

of the analysis. In addition, consideration to extending useful lives was given based on an 

engineering assessment of proper maintenance, operation and replacements combined with the 

dry climate in Arizona. 

’ For further information, refer to industry publications “Public Utility Depreciation Practices”, National Association of 
Regulatory Utility Commissioners (NARUC), August 1996 and “Depreciation Systems”, Wolf, Frank and Fitch, Chester, Iowa 
State University Press, 1994. 

~ 
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Deureciation Study Deureciation Rate Analysis 

DEPRECIATION RATE STUDY METHODS 

Two primary methods were used to calculate depreciation accruals: the Whole Life method 

(Account 353 -Station Equipment, Account 355-Poles, Account 356 -Conductors), and the Life 

Span method combined with the Remaining Life technique (Account 352 -Structures and 

Account 354 -Towers). 

Whole Life Method 

For each account where used, the Whole Life method uses the account average service life 

(ASL) and the average net salvage percentage (NS) for the account to calculate the annual 

depreciation rate according to the following formula: 

1 -NS 

ASL 

Whole life depreciation rates are appropriate for mass property type of accounts where there are 

a large number of property units with no definite or planned final retirement, retirements of 

individual units are independent of each other, and additions are generally independent of 

existing units. Typical property falling in this category includes control panels, switches, 

circuits, and relays. 

Estimates of average service life and dispersion were studied using the retirement rate method of 

actuarial analysis based upon the historical nature of the characteristics of the assets retired from 

each account since inception. Accounts for which insufficient retirement activity had occurred 

on which to conduct actuarial analysis, or the results of such an analysis were inconclusive, other 

publicly available industry information and the engineering judgment of the depreciation 

consultant were relied upon to estimate reasonable average service lives and/or average net 

salvage values. 

Life Span Method 

The Life Span method calculates lives for an asset group or account based on the assumption that 

all property units in the group will retire at approximately the same time, whether the units are 

part of the initial installation or later additions. Typical property falling in this category includes 

transmission towers, facilities and buildings. 

~~~ 
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Depreciation Studv Depreciation Rate Analvsis 

During the life of a transmission system, portions of the system are retired and replaced. These 

items typically include poles, circuit breakers and switches. Because not all assets live the entire 

length of time a transmission system remains in service, these so-called interim retirements tend 

to decrease the life of the dollars in the group or account. Therefore, it is important in a 

depreciation study to analyze the historical interim retirement amounts and whether the interim 

retirement rates are expected to continue at the same pace over the remaining life of the unit. 

Interim retirements can be studied mathematically using the system of Iowa curves, the 

Gompertz-Makeham formula, or derived interim retirement rate curves. As the information was 

readily available, interim retirement life tables were developed separately for each of the 

accounts under the Life Span method. 

Although detailed interim retirement records are maintained for each building and transmission 

facility, interim retirements for most locations are relatively few and little applicable life 

knowledge would be derived from attempting an analysis on such a small data set. Therefore, to 

improve the validity of the interim retirement rate analysis, an interim retirement rate calculation 

was performed for each account as a whole, rather than by account and then by location. 

Burns & McDonnell assessed the SWTC transmission system regarding its design, performance, 

operation and maintenance, and condition, and provided estimates of the useful life for each 

transmission account to the depreciation consultant as input to the depreciation model. The 

Engineering Assessment of the major system facilities are detailed in Part I1 of the Study. For 

each transmission account, an average year of final retirement (AYFR) was calculated based on 

the estimated useful life and weighted average in-service dates of the transmission assets. This 

AYFR and the aforementioned interim retirement rates are inputs to the remaining life (RL) 

calculation for each account. 

The Remaining Life depreciation rate automatically adjusts for past under- and over-accruals by 

building those amounts into the depreciation rate calculation using the reserve ratio (RR). The 

RR is the depreciation reserve amount divided by the account balance at the point in time of the 

study, (December 3 1,201 1 for this study). The net salvage parameter in the Remaining Life rate 
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Depreciation Study Deureciation Rate Analysis 

equation is the future net salvage rate (FS). The Remaining Life depreciation rate is expressed 

mathematically as: 

1-FS-RR 

Remaining Life 

Sources of Industry Information 

Actuarial methods are most accurate and applicable to determination of historic trends for 

assessing average service lives and salvage specific to an account when there is significant 

annual turnover of assets in that account. However, the limited activity in several accounts 

prevented actuarial analysis. 

Accounts for which insufficient retirement activity had occurred on which to conduct actuarial 

analysis, or for which the results of such an analysis were inconclusive, other publicly available 

industry information, the Engineer’s Assessment in Section I1 and the engineering judgment of 

the depreciation consultant were relied upon to estimate reasonable average service lives. Three 

engineering publications that provide electric industry information were also considered as a 

resource for making certain assumptions or for the evaluation of lifespan and salvage value 

parameters: 

1. “Depreciation Statistics from 100 Large United States Electric Utilities - FERC 

Jurisdiction”, Society of Depreciation Professionals Journal, Mougin, Clarence, 1 992. 

(hereinafter “SDP report”). 

2. “A Survey of Depreciation Statistics”, Edison Electric Institute, Robinson, Earl, 1995. 

(hereinafter “EEI report”). 

Net Salvage Value Analysis 

SWTC could not provide any historical accounting data for salvage values or removal costs. As 

such, Burns & McDonnell’s engineers and depreciation consultants performed analysis of 
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Depreciation Studv DeDreciation Rate Analvsis 

available industry data and information provided by other electric utilities in order to determine 

net salvage value estimates. 

The net salvage figures used in the depreciation rate formula for transmission accounts are for 

final net salvage, i.e. the gross proceeds realized less any removal cost to raze the structures 

represented in the account, if any. The net salvage values in the depreciation study were 

developed exclusive of any engineering estimates of potential legal asset retirement obligations 

for substantial environmental remediation based upon future, unknown environmental regulatory 

requirements. 

DEPRECIATION RATE ANALYSIS 

Table 111-1 summarizes the results of the depreciation rate analysis by showing the existing 

depreciation rates and annual depreciation expense compared to the proposed depreciation rates 

and annual depreciation expense. Table 111- 1 also shows the year-end account balances, reserve 

ratios, average service lives, remaining service lives and net salvage factors. 
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Depreciation Study Demeciation Rate Analvsis 

The annual depreciation expense calculated in Table 111-1 based on the application of the 

existing depreciation rates to the December 3 1,201 1 transmission account balances is 

approximately $4.1 8 million. The application of the proposed depreciation rates to the 

December 3 1,201 1 transmission account balances resulted in calculated total annual 

depreciation expense of approximately $2.84 million, representing an estimated decrease in 

S WTC’s total annual depreciation expense of approximately $1.35 million. Detailed calculations 

for all the accounts shown in Table 111-1 are provided in Appendix A. 

* * * * *  
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PART IV 

SUMMARY & CONCLUSIONS 

Burns & McDonnell has completed its assessment and analysis of the remaining useful lives and 

the depreciation rates pertaining to the transmission assets of SWTC as reflected in this 

Comprehensive Depreciation Study. The Study was prepared in accordance with, and satisfies 

the requirements of, RUS as issued to SWTC subsequent to its last depreciation study. 

The proposed depreciation rates have been developed for SWTC’s transmission system assets 

based on historical accounting records provided by SWTC’s accounting system, other published 

depreciation survey information, and generally-accepted depreciation analysis methodologies. 

Based on the analysis of the information provided by SWTC and the results of the on-site 

observations of the SWTC transmission and transmission facilities, Burns & McDonnell has 

formulated estimates of the remaining useful service lives for each account. 

Table 111- 1 presented the proposed remaining life estimates and the corresponding proposed 

depreciation rates for each transmission account balance of SWTC’s transmission system in 

service as of December 3 1,201 1. Table 111-1 also provided comparison calculations of SWTC’s 

annual depreciation expense, calculated using the existing depreciation rates and the proposed 

depreciation rates. That comparison showed that the proposed depreciation rates, if implemented 

by SWTC, would result in an estimated decrease in depreciation expense of approximately $1.35 

million per year based on December 3 1,20 1 1 account balances. 

Assuming that the recommended equipment testing on the transmission system is conducted and 

assuming that any damaged components of the equipment are either repaired or replaced, Burns 

& McDonnell finds that from a mechanical engineering perspective, all of SWTC’s generating 

units could remain in reliable operating service well into the future. This conclusion is 

conditioned by the limiting conditions previously identified. 

Therefore, Burns & McDonnell recommends to SWTC that it consider pursuing approval and 

implementation of the proposed depreciation rates for each RUS transmission account as 
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Depreciation Study Summary & Conclusions 

presented in this report. These proposed depreciation rates are projected to decrease total annual 

depreciation expenses of SWTC by approximately 32 percent. 

In the preparation of this report, the information provided by SWTC was used by Burns & 

McDonnell to make certain assumptions with respect to conditions that may exist in the future. 

Burns & McDonnell believes the assumptions made are reasonable for the purposes of this report 

and makes no representation that the conditions assumed will, in fact, occur. In addition, while 

Burns & McDonnell has no reason to believe that the information provided by SWTC, and on 

which was relied upon, is inaccurate in any material respect, it has not been independently 

verified and its accuracy or completeness cannot be guaranteed. To the extent that actual future 

conditions differ from those assumed herein or from the information provided, actual results may 

vary from those projected. 

* * * * *  

~~ 

SWTC Electric Corporation IV-2 Bums & McDonnell 
Henderson, Kentucky Kansas City, Missouri 



APPENDIX A 



Southwest Transmission Cooperative 
2010 DeDreciation Rate Study - Interim Retirement Rate Analysis 

Yew 
Placed 

Transmission Plant Account: 35200 

Annual Annual Unrealized Life 
Age at Retirement Survival t ife of Original 

12131IZOW Rate Ratio Table Pianl[l] 

Date of Retirement (Mid Year)' 
Interim RePremenl Rate. 
Sludy Date. Year-End 
Future tife from SNdy Dale' 
Remaining tife (F/E + .5) - 

Adjuslmenls Yr-End 
4ctlvily and Plant 
Year Addbms Retirements Transfers Balance 

2064 
0.00091 

2012 
52.4 
34.9 

Interim 
Retirement 

Rate 

0.00000 
0.0MHN) 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0 ow00 
0.00000 
0.00000 
0.00000 
0 00000 
o.woo0 
o.wooo 
0.00wo 
0.06197 
o.owo0 
0.00736 
0.OMH)o 
0.00000 
0.owoo 
0.00000 
0.00085 
0.00000 
o.ow00 
0.00000 
0.00000 
0.00000 
0.02291 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
o.woo0 
O.Mx)00 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00534 
0.00000 
0.00000 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1951 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1983 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 

$2.329 
$11,740 
$48.923 

$130,119 
$141,567 
$26.920 

$317.218 
$730.182 
$178,017 

$308.295 

527,673 
$234.1 10 

$314,994 
$2.122 

$5,969 

$1,722,566 

$34,610 
$496,169 
$475.713 

$72.346 
$415,609 

2.329 
14.069 
62.992 

($1 1 269) $ 
s 

($2 558) s 

($1,6031 

($47.958) 

($27 324) 

161.842 
323.409 
347.771 

s 661.989 
$ 1,395,171 
5 1373.186 
$ 1,573,168 
$ 1,879,880 
$ 1,879,880 
S 1,879,880 
S 1,907,553 
$ 2,141,665 
$ 2,141,863 
S 2,093,705 
$ 2.093.705 
$ 2.4M1.699 
$ 2,410.821 
s 2,410,821 
$ 2,410.821 
$ 2.416.810 
$ 2,416.810 
$ 2.416.810 
S 2.416.810 
S 2,416.610 
$ 2,416.810 
$ 2,416.810 
$ 2,416.810 
$ 4,139,476 
S 4,139,476 
S 4,174,085 
S 4,670,255 
S 5.145.968 
$ 5.145.968 
S 5.145.968 
S 5,118.644 
S 5.190.990 
$ 5,606.799 

201 1 Adjmenl 635.4571 

2012 
2011 
2010 
2009 
2008 
2007 
2006 
2005 
2004 
2003 
2002 
2001 
2000 
1999 

1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
I978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
19M 
1963 
1962 
1961 
1960 
I959 
1958 
1957 
1956 
1955 
1954 
1953 

m a  

0.5 
1.5 
2.5 
3 5  
4.5 
5.5 
6.5 
7.5 
8.5 
9 5  

10 5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
16.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25 5 
26.5 
27.5 
26.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
16.5 
37.5 
38.5 
39.5 
40 5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 

0.00091 
0.00091 
0.00091 
0.00091 
0 . m 9 1  
0.0oo91 
o.wo91 
o.wo91 
0 . m 9 1  
0.00031 
0.00091 
0.00091 
0.00091 
0.00091 
0 . m 9 1  
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0 . m 9 1  
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0,00091 
0.00091 
0.00091 
0 00091 
o.wo91 
0 . m 9 1  
0.00091 
0.00091 
0.00091 
0.00091 
o.ms1 
0.00091 
0.00091 
o.wo91 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 
0.00091 

0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 sg909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 96909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 
0 99909 

0.999% 
0.99863 
0.99772 
0.99662 
0.99591 
0.99500 
0.99410 
0.99319 
0.99229 
0.99138 
0.99048 
0.98958 
0,98868 
0.98778 
0.98688 
0.98598 
0.98508 
0 98418 
0.98329 
0.98239 
0.98150 
0.98060 
0.97971 
0.97882 
0.97793 
0.97704 
0.97615 
0.97526 
0.97437 
0.97348 
0.97259 
0.97171 
0 97082 
0,96994 
0.96906 
0.96817 
0.96729 
0.96641 
0.96553 
0 96465 

0.96290 
0.96202 
0.96114 
0.96027 
0.95939 
0.95852 
0.95765 
0.95677 
0.95590 
0.95503 
0.95416 
0.95323 
0.95243 
0.95156 
0.95069 
0.94983 
0.94696 
0.94810 
0.94723 

0 . ~ ~ 7  

34.41646 
34.38514 
34.35382 
34.32254 
34.29128 
34.26006 

34.19769 
34.16654 
34.13543 
34.10434 
34.07328 
34.04226 
34.01125 
33.98028 
33.94934 
33.91842 

33.85667 
33.82584 
33.79504 
33.76426 
33.73351 
33.70279 
33.67210 
32.69506 
31.71BSi 
30.74366 
29.76929 
28.79561 
27.82322 
26.85151 

24.91074 
23.94169 
22.97351 
22.00621 
21.03981 
20.07426 
19.1096: 
18.14585 
17.182% 
16.22094 
15.2597s 
14.2995: 
13.3401: 
12.38161 
11,42391 
10,4671: 
9.5112s 
8.5562: 
7.6020: 
6.84881 
5.6963i 
4.7446' 
3.7941; 
2.8442$ 
1.8953: 
0.9472: 

33.88753 

25.88068 



Transmidon Plant 

4ctivity 
Year 

Date of Retirement (Mid Year). 
interim Retirement Rate: 
stuciy Date. Year-En4 
Future Ufe from Shldy Dale. 
Remaining Life (FIE + .5) = 

Adjustments Yr-End Interim 
and Plant Retirement 

Add$ans Retiremenk Transfen Balance Rete 

Accounl: 

Year 
Placed 

35300 

2054 
0.00316 

2012 
41.7 
22.6 

Age al Retirement Anwd Survival Annual Life Unrealized of Original Lite 
1213112009 Rate Ralio Table Plant [ l ]  

o.woo0 
0.0w00 
0.0w00 
O.OWO0 
o.oMM0 
0.00000 
0.00000 
0.00000 
0.00000 
o.woo0 
0.00000 
0.00000 
O.OOW0 
O.MHH10 
0.ooOw 
0.002M 
0.00000 
0.00168 
o.woo0 
O.woO0 
0.19828 
0.00012 
0.01486 
o.ow95 
0.00646 
0.00502 
0.00000 
0 00269 
0.00000 
0.00305 
0,01671 
0.00063 
0.00419 
O.OOW8 
0.03041 
0.00006 
0.00448 
0.00049 
O.WW0 
O.OOW0 
O.OOW0 
0.00946 
0.00014 
0.00559 
0.00000 
O.OWO0 
O.OOW0 
0.00143 
0.00185 
0.00w0 
0.00623 
0.00000 
0.00013 
0.00631 
0.00005 
0.00000 
0.00043 
0.00666 
0.00353 
0.00169 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1 966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1978 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 

$105 
$18.909 
$12,732 

$15 
$27,912 
$8.813 

$0 
5272,319 
$184,283 
$67,852 

$802,866 
$422.547 
$47,545 

$817,625 
$1,263,995 

$915.208 
52,303,830 
$5,463,679 
$5,2561 16 

$0 
$3,121.538 

$84,883 
$162,444 

$1,523,661 
$2,244,555 

$0 
$187,846 
$53,079 

$1,771,316 
$331,320 
$52.655 

$273.831 
5407.304 

$1.745.194 

$77.802 

545.293 
$4,564,052 
59,561,888 
$1,695.91 9 
31,145,094 

$5,412,566 
$2,107,205 

$605,281 
$6.639164 
$2,146,519 

$20.279.1 13 

$1,020,882 

$0 
$0 
$0 
$0 
$0 

!5180) 
$0 

(5571) 
$0 
so 

($230 838) 
(5196) 

(523.9301 
(323,930) 
($23.529) 
($22,7851 

$0 
($35,6541 

$0 
($56,368) 

($354,9033 
($1 3,4631 
($89.6491 

iS1.848) 
($742.126) 

iS1.492) 
($109'738) 

(511,9731 

($252.694) 
(53.675) 

($160,246) 

(541,0771 
($53.1 53) 

($265.265) 

($5.6861 
($291.231) 
($2 643) 

i$23 418) 
($407 801) 
($220.283) 
($139.1<0) 

so 
$0 
$0 
$0 
$0 
SO 
so 
$0 
50 
so 

5105 
519.014 
531,746 
$31.761 
559.673 
$68.306 
588.306 
5340,054 
5524.337 
5592.189 

51,164,217 
$1,586,568 
51,610,183 
$2.403.878 
$3,644,344 
$4,536,767 
16,640,597 

513,268,622 
518,525,038 
518,468,570 
521,235,305 
521,306.725 
521,379,520 
$22.901.333 
524,403,762 
524.402.270 
524,480,378 
124,521,484 
$26.292.8W 
526,524,120 
526,676,775 
$26,697,912 
527,101,541 
128,6863489 
$28,686,489 
$28.686.489 
$28,764,291 
528.723.214 
$28,715,354 
$33279.406 
542,576,029 
$44271.948 
$45,411,356 
$46.141.007 
551,550,930 
$53,658,135 
$54,239,998 
560.476.660 
562,402.896 
$82,542.899 

2012 
2011 
2010 
2009 
2008 
2007 
2006 
2005 
2004 
2003 
2002 
2001 
2ow 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
I972 
1971 
1970 
1969 
1968 
1967 
1 966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25 5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
36.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 

0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00318 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.W318 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00315 
0.00318 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
000316 
0.00316 
0.00316 
0.00316 
0.00318 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 
0.00316 

0.99584 
0.99684 
0 99684 
0 99684 
0.99684 
0.99684 
0.99584 
0.99684 
0.99584 
0.99684 

0.99684 

0,99684 

0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99564 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 
0.99684 

0.99842 
0.99526 
0.99212 
0,98898 
0 98586 
0.98274 
0.97964 
0.97654 
0.97346 
0.97038 
0.96731 

0.96121 
0.95817 
0.95514 
0.95213 
0.94912 
0.94612 
0.94313 
0 94015 
0.93718 
0.93422 
0.93126 
0.92832 
0.92539 
0.92246 
0.91955 
0.91664 
0.91375 
0.91086 
0.90798 
0,90511 
0.9CQ25 
0.89940 
0.89656 
0.89372 
0.89090 
0.88808 
0.88528 
0.88248 
0.87969 
0.87691 
0.87414 
0.87138 
0.86862 
0.86588 
0.86314 
0.86042 
0.85770 
0,85499 
0.85228 
0 84959 
0.84891 
0.84423 
0.84156 
0.83890 
0.83625 
0.83361 
0.83097 
0.82835 

22.11270 
22.04283 
21 97317 
21 90373 
21 83451 
21 76552 
21.69674 
21.62817 
21.55983 
21.49169 
21.42378 
21.35608 
21.28859 
21.221 32 
21.1 5426 
21.08741 
21.02077 
20.95434 
20.88812 
20.82212 
20.75632 
20.69073 
20 62534 
20.56016 
20.49519 
20.43043 
20.36586 
20.30151 
20.23735 
20.17340 
20.10965 
20.04610 
19.98275 
19.91961 
19.85666 
19.79391 
19.73136 
18.84328 
17.95800 
17.07552 
16.19583 
15.31 892 
14.44478 
13.57340 
12.70478 
11.83890 
10.97576 
10.11534 
9.25764 
8.402% 
7.55037 
6.70078 
5.85388 
5.00965 
4.16809 
3.32918 
2.49293 
1.65932 
0.828)5 



Transmission Plant Account: 35400 

Acbvily 
Year 

Dale of Rebremenl (Mid Year): 
interim Rebremenl Rate: 
Siu@ Dale. Year-End: 
Future Ufe from Shr@ Dale: 
Remaining Life (FIE + .5) = 

Adjuslmenk Yr-End interim 
and Pian1 Retlremenl 

Addibons Retirements Transfers Balance Rate 

2038 
0.00001 

2012 
25.9 
26.5 

Year 
Placed 

1953 
1954 
1955 
1958 
1957 

Unrealized Ufe Annual Annual 
Age at Rebremenl SUNiVll Ute of Original 

12/5112009 Rate RaIo TaMe Pianti11 

1961 

I963 

1967 

1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
I978 
1979 

1981 

1983 

1986 
1987 

1991 

1997 

1999 
2WO 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 

$11 1,150 
$0 

$1,159,909 
56,065,549 
5403.118 
5145,774 

$0 
$0 
$0 
$0 
so 

$27.396 
$0 
$0 

$52.385 
$277,939 

$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
$0 
50 
$0 
$0 
$0 
$0 
$0 
$0 
$0 

$17,341 
$0 

SO 
SO 
so 
$0 
so 
so 
so 
$0 
$0 
$0 
$0 
$0 
$0 
SO 
SO 
SO 
SO 
50 
so 
50 
$0 
so 

511l.150 
$111.150 
$1,271,059 
57,335,608 
$7,739,727 
57,885,501 
$7,885,501 
$7,885,501 
$7.885.501 
57,885,501 
57,885,501 
17,912,897 
$7,912,897 
$7,912,897 
$7,945,281 
58,223,220 
58.223220 
$8,223,220 
58,223,220 
$8,223,220 
$8,223,220 
$8,225,220 

$0 58,223,220 
$0 18,223,220 
$0 58,223.220 
$0 $8.223.220 
$0 S8.223.220 

($3 145) $8,220,076 
$0 58.220.076 
$0 $8,220,078 
$0 18,220,076 
$0 $8,220,076 
SO 58,220,075 
$0 58,220,076 
$0 $8,220,078 
$0 $8,220,076 
$0 58,237,417 
$0 58,237,417 

o.ow00 
0.OoOw 
0.000w 
0.00000 
0.00000 
0.00000 
0.000w 
0.000w 
0.00000 
0.00000 
0 00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.oww 
0.000w 
0.00000 
0 00000 
0.00000 
0.000w 
0 00000 
0.00000 
0.00000 
0.oooM) 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
o.owo0 
o.owoo 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0 . 0 ~ 0  
0.00000 
o.ww0 
0.00000 
0.00w0 
o.oowo 
0.00000 
0.00000 
0 00000 
0.00000 
0.00038 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
o.owo0 
0.00000 
0.00000 
0.00000 
0.00w0 

2012 
2011 
2010 
2009 
2008 
2007 
2006 
2005 
2004 
2003 
2002 
2001 
20w 
1999 
1998 
1997 
1996 
I995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1978 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1982 
I961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
8.5 
7.5 
8.5 
9.5 
10.5 
11.5 
12 5 
13 5 
14.5 
15.5 
18.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
28.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
38.5 
37.5 
38.5 
39 5 
40.5 
41.5 
42.5 
43.5 
44.5 
45 5 
48.5 
47 5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 

0.00001 
0.00001 
o.woo1 
o.woo1 
0.00001 
o.owo1 
o.woo1 
o.woo1 
o.ww1 
o.woo1 
o.woo1 
0.00001 
0.00001 
0.00001 
0.00001 
0.00001 
0.00001 
0.00001 
0.00001 
o.woo1 
o.woo1 
0 woo1 
0.00001 
0.00001 
o.mo1 
0.00001 
0 . m 1  
o.oooo1 
0.00001 
0.00001 
0.00001 
0.00001 
0.00001 
o.woo1 
0 woo1 
0 woo1 
0.00001 
0 . m 1  
0.00001 
o.oooo1 
o.woo1 
0.00001 
0.00001 
0.00001 
0.00001 
0.00001 
o.owo1 
0.00001 
0.00001 
o.woo1 
0.00001 
o.woo1 
0.00001 
0.00001 
0.00001 
0.00001 
o.woo1 
o.woo1 
0.00001 
0.00001 

. ..... 
0 99999 
0 99999 
0 99999 
0 99999 
0 99999 
0 99999 
0 99999 

0,99999 
0,99998 
0.99997 
0.999% 
0.99995 
0.99994 
0.99993 
0.99992 
0,99991 
0,99990 
0,99988 
0.99987 
0.99986 
0.99985 
0.48984 
0.99983 
0.99982 
0,99981 
0 99980 
0.99978 
0.99977 
0.99978 
0.99975 
0.99974 
0.99973 
0.99972 
0.99971 
0.99970 
0.99969 
0.99967 
0.99966 
0.99965 
0.99964 
0.99963 
0 99962 
0.99981 
0.99980 
0.99959 
0.99957 
0,99956 
0.99955 
0,99954 
0.99953 
0.99952 
0.99951 
0 99950 
0 99949 
0 99948 
0.99946 
0.99945 
0.99944 
0.99943 
0.99942 
0.99941 
0.99940 
0.99939 
0.99938 
0.99937 
0.99935 
0.99934 

25.99598 
25.99569 
25.99541 
25.99512 
25.99483 
25.99454 
25.99426 
25.99397 
25.99388 
25.99340 
25.99311 
25.99282 
25.99253 
25.99225 
25.99196 
25.99167 
25 991 39 
25.99110 
25.99081 
25.99052 
25.99024 
25.98995 
25.98968 
25.98938 
25.98909 
25.98880 
25.98851 
25.98823 
25.98794 
25.98785 
25.98737 
25.98708 
25.98679 
25.98650 
24.98689 
23.98728 
22.98788 
21.98810 
20.98852 
19.98896 
18,98940 
17 98986 
18.99033 
15.99081 
14.99130 
1399181 
12.99232 
11.99284 
10.99338 
9.99393 
8.99448 
7.99505 
8.99563 
5.99622 
4.99683 
3.99744 
2.99806 
1.99870 
0.99934 



Transmission Planl 

Development of Interim Retirement Rate 

Activity and Planl Retirement 
Year Addtionr Retirements Transfers Balance Rate 

A I  B I C I D I E I F E C / E  

Adjustments Yr-End Interim ' 

Dale of Retirement (Mid Year): 
Interim Retirement Rate: 
Study Dale, Year-End 
Future Ufe hom Study Dale: 
Remaining Ute (FIE + .5) = 

Year 
Placed 

Accwnl: 

Annual Annual Unrealized Ute 
Age a1 Retirement Survivd Ute ofOriginal 

1W112009 Rate Ratio Table Planl[l] 

35500 

2044 
0.00418 

2012 
31.7 
33.0 

0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.oww 
0.00000 
0.000w 
0.000w 
0.mw 
0.00000 
0.00000 
0.00000 
0.00000 
0.000w 
0.oww 
0.0w00 
O.0WW 
0.00000 
0.00011 
0.02304 
0.00000 
0.00016 
0.00wo 
0.00079 
0.0w00 
0.00000 
o.ow21 
0 00000 
o.owoo 
0.00000 
0.00006 
0.00079 
0.00264 
0 om01 
0.00321 
0.00064 
0,00000 
O.OOOO0 
0.00000 
0.0w00 
0.00881 
0.00000 
0.00000 
0,00000 
0.00455 
0.00000 
0.00707 
0.00097 
0.01084 
0,00100 
000219 
0.00704 
0.03545 
0.00000 
0.00000 
0.02379 
0.00458 
0.00130 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1966 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2001 
2002 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 

$876.076 
$128.995 

52.043 
5705.632 

$24,955 

52,836,763 
52.298 

51,922,927 

54,172,412 
$516.34 

$726.399 

51,304,999 

$4,139,752 

$356,416 
$2,434,557 

5826,120 
5148,032 
$131.61 8 
$975.924 

51,024.484 
$585,880 
$129.210 
$543,272 
$94.465 

55,472,226 
$950,810 
$987,753 
$262,380 
$283.439 

$1,120,955 
5296,328 

$5,734,689 

($1 89) 
($39,134) 

($722) 

($5.130) 

($2.351) 

($782) 
!310.389) 
(534.66Y) 
($76.374) 
($41 893) 
(510.Y31) 

($174.397) 

(S99.202) 
so 

(S154.253) 
(622.688) 

(5255,988) 

(S59.3311 
(5196.234) 
(5987,753) 

to 
$0 

($686.169) 
(5132.Y82) 
(S45.0841 

(sz3.59a) 

$876.076 
$1,005,072 
$1,005,072 
Sl,W5,072 
51,005,072 
Sl.005.072 
$1,005,072 
$1 ,W5.072 
$1.005.072 
$1.005.072 
Sl.W5.072 
$1,007,115 
51,712,747 
$1,712,747 
$1,712,747 
$1,712,747 
51,712,747 
$1.737.702 
11,737,702 
$1.737.702 
$1,737,513 
51,698,379 
$4335.141 
$4,536,717 
$6,459,645 
$6,454,515 
$10,626,827 
$11,143,191 
$11,140,840 
$1 1.140.840 
511,867,239 
$1 1,867,239 
$13,171,456 
$13,161,067 
513,126,398 
513.100.024 
$13,058,131 
517,186,952 
$17,186,952 
517,186352 
517,186,952 
$17.543.368 
519,803,528 
$20,629,649 
$20.777.681 
$20.909.299 
$21,786.021 
$22.810,505 
$23,232,132 
523,338,654 
$23,625,839 
523,686,806 
527,109,701 
527,854,277 
$27,864,277 
528,126,657 
$28.410.095 
528,844,886 
$29,008,233 
534,697,838 

2012 
201 1 
2010 
2009 
2008 
2007 
2006 
2005 
2004 
2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1988 
1987 
1986 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11 5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30 5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57 5 
58.5 
59.5 

0.00418 
0.00418 
0,00418 
0.00418 
0.00418 
0 00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0,00418 
0.00418 
0.00418 
0.00418 
O.oMl8 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0,00418 
0.00418 
0 00418 
0.W418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.W418 
0.00418 
0.W418 
0.00418 
0.00418 
0.00418 
0.00418 
0.00418 
0.W418 
0.00418 
0.00418 
0.W418 
0.00418 
0.W418 
0.00118 
0.00418 
0 00418 
0 00418 
O.QXl8 
0.W418 
0.00418 
0.00418 
0.00418 

0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0 99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0 99582 
0.99582 
0.99582 
0.99582 
0.99582 
0 99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 
0.99582 

0.99791 
0.99375 
0.98960 
0.98546 
0.98135 
0.97725 
0.97317 
0.9691 1 
0.96506 
0.96103 
0.95702 
0.95303 
0.94905 
0.94508 
0.94114 
0.93721 
0.93329 
0.92940 
0.92552 
0.92165 
0.91781 
0.91397 
0.91015 
0.9C636 
0.90257 
0.89880 
0 89505 
0.89131 
0.88759 
0.88389 
0.88020 
0.87652 
0.87286 
0.86922 
0 86559 
0.86197 
0.85838 
0.85479 
0.85122 
0.84767 
0.84413 
0.84050 
0.83709 
0.83360 
0 83012 
0 82665 
0.82320 
0.81976 
0.81634 
0 81293 
0 80954 
0.80616 
0.80279 
0.79944 
0 79610 
0.79278 
0.78947 
0.78617 
0.78289 
0.77962 

32.42205 
32.28668 
32.15187 
32.01763 
31.88395 
31.75082 
31.61826 
31.48624 
31.35478 
31.22386 
31.09349 
30.96367 
30.83439 
30.70565 
30.57744 
30.44977 
30.32264 
30.19603 
30.06996 
29.94441 
29.81938 
29.69488 
29.57089 
29.44743 
29.32448 
28.42567 
27.53062 
26.63931 
25.75171 
24.86783 
23.98763 
23.1111 1 
22.23825 
21.36903 
20.50344 
19.64147 
18.78309 
17.92830 

16.22941 
15.38528 
14.54468 
13.70758 
12.87398 
12,04386 
11.21721 
10.39401 
9.57424 
8 75790 
7.94497 
7.13543 
6.32927 
5.52648 
4.72704 
3.93093 
3.13815 
2.34869 
1.56251 
0.77962 

17.0~108 
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Year 
Placed 

Transmission Planl Accwnl. 

Dale 01 Rebremenl (Mid Year): 
Interim Retiremen1 Rate: 
study Dale, Year-End: 
Future Life from sbldy Dale' 
Remaining Life (FIE + 5) = 

Annual Annual Unrealized ble 
Ageat Retirement Survival Life ofOrigind 

12/31/2009 Rate Ratio Table Planl[l] 

35600 

2042 
0.00266 

2012 
29.6 
29 3 

Development of interim Retirement Rate 

Activity and Planl Retirement 
Year Addifions Retirements Transfers Balance Rate 

Adjustments Yr-End Interim 

A I B I C I D I E I F - C I E .  

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
19M 
1965 
1966 
1967 
1966 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1976 
1977 
1976 
1979 
1960 
1981 
1982 
1963 
1964 
1965 
1966 
1967 
1968 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
19% 
1997 
1998 
1999 
2000 
2001 
2w2 
2003 
2004 
2005 
2006 
2007 
2008 
2009 
2010 
201 1 

$457,756 
$23.434 

$1 07,726 

$260.077 

$167,469 

$1,537,672 
$20.047 

$1,682,089 
$3,700,291 
$3,744,976 

$376,911 
$4,213 

$290,456 

5423.697 

51,479,022 

5261.088 
$65,787 

5127.275 

$399.1 52 

$103.132 
$16.045 
$19,760 

so 
$2,754,351 

$464.866 

$0 

$10,139 
$2,748,486 

$ i . r n 7 . m  

5457.758 
$481,192 
$481,192 
$481,192 
$481,192 
$461,192 
5586.916 
$568,916 
$566,918 
$566.916 
$568,916 
5568,918 
$846.995 
$848.995 
$848.995 
$846.995 
$648.995 

$1.036.464 
s1.036.464 
51,036,464 
$1.036.464 
51,036,464 
$2.574.136 

i $ l i . l S l )  $2,577,001 
$4,259,090 

(52.050) $7,957,331 
511,702,309 
$12.079.220 
512,083,434 
$12,083,134 
512,373,890 
$12,373,690 

($1.321 I $12,796,265 
512,796,265 

(5594) 512,795,671 
$12,795,671 
$12,795671 
$14,274,694 
514,274,694 
$14.274.694 
514,274,694 

(51,813) 

($36 744) 

($87 079) 
(522,893) 

(59,356) 
$0 
$0 

(S731.191) 
$0 
$0 

iS290.456) 
so 

($940 

(529 702) 

($200,3ao) 

$14,274,694 
$14,533,959 
514,589,756 
514.727.031 
514,727,031 
515,089,439 
515,059,737 
515,075,790 
515,066,942 
514,666,322 
$14,878,966 
$17.633317 
$18.730.446 
$18,464,121 
$16,464,121 
$18,464,121 
516,173,565 
$16,183,804 
$20,931,349 

0.00000 
0.00000 
0.00000 
0.00000 
0 . o m  
0 00000 
0.00000 
O.OWO0 
0.00000 
O.OWO0 
0.00000 
o.owo0 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0 . W 7  
0.00000 
0.00026 
0.00000 
0.00000 
0.00wo 
0.00000 
0.00000 
0.00000 
0.00010 
0,00000 
O.OOW5 
0.0w00 
O.OW00 
0.00000 
0.00000 
0.00000 
0.00000 
0.00000 
0.00012 
0.00000 
0.OOWO 
O.wO00 
0.00244 
0.00197 
0.00578 
0.00152 
0.01346 
0.00063 
0.00000 
0.00000 
0.03960 
o.owo0 
o.owo0 
0.01596 
0.00000 
0.00004 

2012 
2011 
2010 
2009 
2ooB 
2007 
2006 
2005 
20w 
2003 
2002 
2001 
2000 
1999 
1998 
1997 
1996 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
1986 
1987 
1986 
1965 
1984 
1983 
1962 
1961 
1980 
1979 
1978 

1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1966 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 

i g n  

0.5 
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
445 
45.5 
46.5 
47.5 
46.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
56.5 
59.5 

0.00266 
0.00266 
0.00266 
0,00266 
0.00266 
0.00266 
0.00266 
0.w266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00256 
0.00266 
0.00266 
0.00266 
0.00266 
0.00256 
0.00266 
0.W266 
0.00266 
0.w266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00265 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.W266 
0.00265 
0.00266 
0.00266 
0.W266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0 00266 
0.W266 
0.00266 
0.00266 
0,00266 
0.w266 
0. MU66 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 
0.00266 

0.99734 
0.99734 
0.99734 
0.99734 
0 99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0 99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 
0.99734 

0.99867 
0.99602 
0.99337 
0.99073 
0.98810 
0.98546 
0.98286 
0.98025 
0.97764 
0.97505 
0.97246 
0.96987 
0.96730 
0.96473 
0.96216 
0.95951 
0.95706 
0.95452 
0.95198 
0.94945 
0.94693 
0.94441 
0.94191 
0.93940 
0.93691 
0.93442 
0.93194 
0.92946 
0.92699 
0.92453 
0.92207 
0.91962 
0.91716 
0,91474 
0.91231 
0.90988 
0.90747 
0.90506 

0.89787 
0.89548 
0.69310 
0.69073 
0.68837 
0.68601 
0.88365 
0.66130 
0.67696 
0.87663 
0.87430 
0.67198 
0.66966 
0.66735 
0 86505 
0.86275 
0.86046 
0.65617 
0.65569 
0.65362 

28.75760 
28.66121 
28.60501 
26.52902 
28.45323 
26.37765 
26.30226 
26 22707 
26 15209 
28.07730 
26.00271 
27.92632 
27.85413 
27.78013 
27.70634 
27.63273 
27.55933 
27.4861 1 
27 41309 
27.34027 
27.26764 
27.19520 
27.122% 
27.05090 
26.97904 
26.90737 
26.83589 
26.76460 
26.69350 
26.62259 
25.70051 
24.78069 
23.86371 
22.94897 
22.03665 
21.12676 
20.21929 
19.31423 
16.41157 
17.51131 
16.61344 
15.71796 
14.62486 
13.93413 
13.04576 
12.15976 
11.27610 
10.39480 
9.51584 
8.63921 
7.76491 
6.89293 
6.02327 
5.15592 
4 29086 
3.42613 
2.56766 
1.70951 
0.65362 
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4dvity 
Year 

Transmission Planl 

Adjusfments Yr-End Interim 
and Plant Relbemenl 

Additions Reliremenls Transfen Balance Rate 

Dale of Retirement (Mid Year): 
Interim Retirement Rate: 
Study Dale, Year-End: 
Future Ufe horn stvdy Dale: 
Remaining Life (FIE + .5) = 

Year 
Placed 

Accwnt: 

Annual Annual Unrealized tile 
Age at Retirement Survival Lite olOriginal 

12/31/2009 Rate Ratio Table Plant 111 

35900 

2051 
0.00000 

2012 
39.2 
39.5 

1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
1962 
1963 
1964 
1965 
1956 
1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 
1975 
1977 
1978 
1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 
1987 
1988 
1989 
1990 
1991 
1992 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 
2w1 
2w2 
2W3 
2w4 
2W5 
2006 
2007 
2008 
2009 
2010 
2011 

$125,405 

$18.591 

$31,383 

546.560 

s85,910 

$0 
$0 
$0 
$0 
SO 
SO 
50 
SO 
$0 
SO 
SO 
SO 
SO 
so w 
SO 
sa 
$0 
SO 
so 
SO 
SO 
$0 
SO 

$125,405 
5125,405 
$125.405 
5125.455 
5125,405 
$125,405 
5125,405 
5125.405 
5125,405 
5125.405 
$125.405 
5125,405 
5125.405 
$125.405 
$125,405 
$125.405 
5125,405 
5125.405 
S125.405 
5125.405 
$143.996 
$143.996 
5143.996 
5175,378 
$175,378 
5175.378 
5175.378 
5175.378 
5175.378 
5221.938 
5221,938 
5221.938 
5221.938 
$221.938 
1221.938 
5307.849 

2012 
2011 
2010 
ZOW 
2008 
2007 
2006 
2005 
2004 
2003 
2002 
2001 
2000 
1999 
1998 
1997 
19% 
1995 
1994 
1993 
1992 
1991 
1990 
1989 
I988 
1987 
we6 
1985 
1984 
1983 
1982 
1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 
1971 
1970 
1969 
1968 
1967 
1956 
1965 
1964 
1963 
1962 
1961 
1960 
1959 
1958 
1957 
1956 
1955 
1954 
1953 

0 5  
1.5 
2.5 
3.5 
4.5 
5.5 
6.5 
7.5 
8.5 
9.5 

10.5 
11.5 
12.5 
13.5 
14.5 
15.5 
16.5 
17.5 
18.5 
19.5 
20.5 
21.5 
22.5 
23.5 
24.5 
25.5 
26.5 
27.5 
28.5 
29.5 
30.5 
31.5 
32.5 
33.5 
34.5 
35.5 
36.5 
37.5 
38.5 
39.5 
40.5 
41.5 
42.5 
43.5 
44.5 
45.5 
46.5 
47.5 
48.5 
49.5 
50.5 
51.5 
52.5 
53.5 
54.5 
55.5 
56.5 
57.5 
58.5 
59.5 

1 oowo 
1 00wo 
1 oowo 
1 wow 
1 oww 
1 wwo 
1 ooow 
1 O O w o  
1 oowo 
1 oowo 
100000 
1 OOOOO 
100000 
1 oowo 
1 oowo 
1 oowo 
lOOW0 
1 oowo 
1 owoo 
1 oowo 
lOOW0 
1 00wo 
1 O W W  
1 oowo 
1 oowo 
100000 
loow0 
1 oowo 
1 oowo 
lOOW0 
lOOW0 
1 oowo 
1 00000 
1 o w 0  
1 OWW 
1 oowo 
1 oowo 
100000 
1 oowo 
1 oowo 
1 oowo 
lwo00 
1 oowo 
1 oowo 
1 wwo 
1 wwo 
1 wwo 
1 oowo 
1 oowo 
1 oowo 
1 oowo 
1 oowo 
t 00000 
1 o r n o  
1 ooooo 
1 wwo 
1 oowo 
1 oowo 
1 oowo 
1 oowo 

39.WOW 
39.00000 
39.wow 
39.wo00 
39.wwo 
39.wow 
39.WOW 
39.WOW 
39.WOW 
39.000W 
39.WOW 
39.OOOW 
39.WOW 
39.00000 
39.WOW 
39.WOW 
39.WOW 
39.WOW 
39.wwo 
39.WOW 
39.wow 
38.wow 
37.00000 
36.wow 
35.wow 
34.wow 
u.wow 
32.wooo 
31.WOW 
30.WOW 
29.wooo 
28.WOOO 
27.00000 
26.WOW 
25.WOOO 
24.WOW 
23.WOW 
22,wow 
21.wow 
2o.wooo 
19.wow 
18.MNK)o 
17.WOOO 
16.WOOO 
15.OWOO 
14.00000 
13.00000 
12.00000 
11 wooo 
1o.wow 
9.wow 
8.WOW 
7.WOW 
5.WOW 
5.W000 
4.WOOO 
3.00000 
2.wooo 
1.wooo 
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DIRECT TESTIMONY OF GARY E. PIERSON 

ON BEHALF OF 

SOUTHWEST TRANSMISSION COOPERATIVE, INC. 

4 Q. 

5 A. 

6 Arizona 85602. 

Please state your name and address for the record. 

My name is Gary E. Pierson. My business address is 1000 South Highway 80, Benson, 

7 Q. By whom are you employed and in what capacity? 

8 A. I am employed by Sierra Southwest Cooperative Services, Inc. (“Sierra Southwest”) as 

9 the Manager of Financial Services. As Manager of Financial Services, I am responsible 

10 for directing and administrating the treasury and cash management functions for Sierra 

11 Southwest. In addition, under agreements that Sierra Southwest has with Arizona 

12 Electric Power Cooperative, Inc. (“AEPCO’) and Southwest Transmission 

13 Cooperative, Inc. (“SWTC”), I am also responsible for the same functions, as well as 

14 rate design and implementation for these two cooperatives. 

15 Q. Please briefly summarize your educational and professional background. 

16 A. 

17 

18 

19 

20 

21 

I graduated in 1974 from Western State College, Gunnison, Colorado, with a Bachelor 

of A r t s  Degree specializing in Accounting and Business Administration. In June 1974, 

I was employed by Colorado-Ute Electric Association and worked there for 17 years in 

various positions in the areas of ratemaking, budgeting, financial forecasting and power 

requirements studies. In May 1992, I joined AEPCO as a Rates Administrator with 

principal responsibilities and duties, including the preparation of rate filings, the design 



1 

2 

3 

4 

5 

6 

7 proceedings involving rate cases. 

of rate structures and rate analysis studies. In 1993 , I was promoted to the position of 

Manager of Financial Services and in August 2001, as a result of the restructuring of 

AEPCO into three separate cooperatives, I was employed in that same position by 

Sierra Southwest. I have testified as an expert witness before the Public Utilities 

Commission of the State of Colorado, the United States Bankruptcy Court in Denver, 

Colorado and the Arizona Corporation Commission in connection with various 

8 Q. What is the purpose of your testimony? 

9 A. I will testify in support of SWTC’s Application for a general rate filing. My testimony 

is primarily directed to the financial Schedules A-H which were prepared pursuant to 

the requirements of A.A.C. R14-2-103 and are filed in support of the Application. 

10 

11 

12 Q. 

13 

14 A. 

15 

16 

Mr. Pierson, before discussing those schedules, please summarize SWTC’s 

reasons for filing this rate case. 

Although we have several reasons, the primary reasons are to (1) request approval to 

implement SWTC’s revised depreciation rates as discussed by Mr. Scott in his 

testimony and (2) revise rates to incorporate the inclusion of revenues associated 

17 

18 

19 

20 

with a new 205 MW Point-to-Point transmission agreement with AEPCO. Because a 

rate case is required to implement the depreciation changes discussed by Mr. Scott, 

we also performed a broader revenue requirements study to take into account 

changes in other expenses and revenues in the calendar 201 1 test year. 

2 



7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 ~ 

I 22 

I 
23 

1 24 

Q. Please summarize SWTC’s requests. 

A. SWTC is asking that the Commission approve a revenue decrease of $12.8 million, 

which translates to an overall 28.98% decrease in revenue requirements. These rates 

are based upon the rate design principles that were used in our last rate proceeding 

(Docket No. E-041 OOA-09-0496, Decision No. 72030). Also, SWTC is requesting 

that the Commission approve revised depreciation rates, as summarized by 

Mr. Scott, and a Transmission Revenue Adjustor, which will be discussed later in my 

testimony. 

Q. Please describe the Schedules. 

A. They are a multi-page exhibit containing Schedules A-H (the “Schedules”) as described 

in R14-2-103.B. They are divided into the following categories: 

Schedule Category 

Summary Schedules 

Rate Base Schedules 

Test Year Income Statements 

Cost of Capital Schedules 

Financial Statements and Statistical Schedules 

Projections and Forecast Schedules 

Cost of Service Analysis Schedules 

Effect of Proposed Tariff Schedules 

Q. Please describe Section A. 

Section Tab 

A 

B 

C 

D 

E 

F 

G 

H 

A. Section A contains the summary schedules. Schedule A-1 shows the computation of 

the decrease in gross revenue requirements which result from the development of the 

financial schedules. Based on the test year adjusted operating income (margins) of 

15 169-1 9M092481~6 3 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

approximately $22 million, we are requesting an overall decrease in revenues from 

S WTC Network and Point-to-Point service customers in the amount of approximately 

$12.8 million. To accomplish that, we request (1) the existing Network Services Rate 

for transmission service be changed from a monthly revenue requirement of $2,187,176 

to $1,570,730; (2) the existing Firm and Non-Firm Point-to-Point Services Rate be 

changed fiom $3.608 per kW month to $2.558 per kW month; and (3)the existing 

System Control & Load Dispatching Rate be changed from $0.245 per kW month to 

$0.173 per kW month. The $12.8 million is a decrease of 28.98% compared to the 

revenues that would be generated as adjusted by present rates and, based upon a test 

period adjusted rate base of approximately $99 million, produces a rate of return of 

9.3 4%. 

Schedule A-2 summarizes the results of operations for the 12 months ending 

December 3 1, 2009, 201 0 and 20 1 1 , as well as the adjusted test year with present rates 

and with proposed rates. On a test year adjusted basis, the column entitled ‘‘Proj. Year 

Present Rates” shows SWTC had a net margin of approximately $17.1 million, a TIER 

of 4.42 and a DSCR of 2.63. Proposed Rates would produce a net margin of about 

$4.4 million, a TIER of 1.88 and a DSCR of 1.35. Schedule A-3 summarizes SWTC’s 

capital structure and capitalization ratios for the years ending December 31, 2009 and 

201 0, as well as the test year and projected year. Margins and equities were 1 1.02% at 

the end of 201 1 and 13.93% at the end of the projected year. Schedule A-4 provides 

data concerning construction expenditures, net plant additions and gross utility plant in 

service. Schedule A-5 summarizes SWTC changes in financial position over various 

periods. 
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1 Q* 

2 A. 
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10 
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12 

13 

Please describe Section B of the Schedules. 

Section B contains supporting rate base schedules. Schedule B- 1 summarizes the 

components of the original cost rate base of approximately $99 million, as of 

December 3 I , 201 1. It includes gross utility plant in service of about $1 76 million, 

accumulated depreciation and amortization of more than $80 million and allowances 

for working capital of about $3 million. Four adjustments were made to the original 

cost rate base for the test year (Schedules B-2 and E-5, pages 3-4). SWTC made 

adjustments to Utility Plant to reclassify acquisition adjustments, as well as to 

remove plant held for future use and retirement work in progress, and also made an 

adjustment to accumulated depreciation to reflect the new proposed depreciation 

rates. Schedules B-3 and B-4, concerning reconstructed cost new less depreciation 

(“RCND”) rate base, have not been completed. As a not-for-profit cooperative, 

SWTC stipulates to the use of its original cost rate base as its fair value rate base. 

14 

15 

16 

17 

18 

19 

20 

21 

Schedule B-5, page 1, provides the computation of working capital by components, 

which sum to a total of about $3 million. That schedule’s remaining pages show the 

calculation of the different components. Schedule B-5, page 2, concerning the 

calculation of cash working capital, has not been completed. Due to the considerable 

time and expense of preparing a lead/lag study, SWTC agrees to the use of a zero 

value for its cash working capital. SWTC is also not asking for prepayments to be 

included in the computation of rate base as shown on Schedule B-5, page 4, because 

of the position Staff took on this issue in previous rate cases. 
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Please describe Section C of the Schedules. 

Section C contains the adjusted test year income statements and the supporting 

schedules to the income statements. Schedule C-1 provides the actual income 

statement and the as-adjusted income statement for the test year. Pages 1 and 2 of 

Schedule C-1 provide per books and reclassified income statements for the test year. 

The first column displays test year revenues and expenses, Le., the 12 months ending 

December 3 1, 201 1. As noted on Schedule C-1, page 2, SWTC had actual operating 

margins of approximately $5.4 million and non-operating income of just over 

$300,000 that, together, produce a net margin of approximately $5.7 million. The 

second column states reclassification adjustments that are made to the test period 

which have a zero effect on net margins. Column 3 of Schedule C-1, pages 1 and 2, 

shows the income statement with these reclassifications. Pages 3 and 4 then set forth 

the SWTC reclassified income statement and the effects of pro forma adjustments to 

that income statement. The first column shows the reclassified test year income 

statement with net margins of approximately $5.7 million. The second column 

displays adjustments to reflect changes in revenues and/or expenses so as to 

normalize or annualize revenues and expenses in the test period. The third column 

shows the adjusted net margin of about $1 7.1 million. 

Schedule C-2 provides detail on the reclassification and pro forma adjustments to 

revenues and expenses. They are as follows: 

1 5 169-1 9/309248 1 ~ 6  6 
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20 

21 
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23 
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Reclassification Adiustments - Schedule C-2, Pages 1 and 2: 

1. AEPCO Revenue Reclassification - This adjustment reclassifies the ancillary 

services revenues that S WTC collects from various Point-to-Point and Network 

transmission customers as credits against the operating expenses that S WTC paid to 

AEPCO for those services during the test period. These revenues and charges are a 

pass-through, at cost, of ancillary services provided by AEPCO to those customers. 

Therefore, SWTC has removed them from its cost of service. The net effect of this 

reclassification on net margins is zero. 

2. Propem Tax Reclassification - This adjustment reclassifies property taxes, 

which are recorded in various operation and maintenance expense categories according 

to Rural Utilities Service (“RUS”) accounting procedures, so that these expenses can be 

shown separately for ratemaking purposes. The net effect of this reclassification also is 

zero. 

Pro Forma Adjustments - Schedule C-2, Pages 3 through 8: 

1. Electric District 2 Contract Adjustment - This adjustment annualizes the test 

year effect of the expiration of AEPCO’s 8 MW sales contract to the Electrical 

District 2 (“ED2”) that will occur on September 30, 2012. As a result, AEPCO will 

no longer purchase from SWTC the Point-to-Point transmission service which was 

needed to wheel the power purchased by ED2 under this contract. Therefore, these 

revenues have been removed from the test period. The effect of this adjustment 

reduces net margins by about $370,000. 

2. AEPCO SRSG Point-to-Point Contract Adjustment -AEPCO intends to enter 

into a 205 MW Point-to-Point contract with SWTC to provide the necessary wheeling 
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paths to meet AEPCO’s Southwest Reserve Sharing Group (“SRSG”) obligations. This 

service will start at the same time new rates take effect in both the AEPCO and SWTC 

rate dockets. This adjustment annualizes test year revenues based upon SWTC’s 

existing Point-to-Point tariff and the Ancillary Services Schedule 1 - System Control & 

Load Dispatching tariff rates. The effect of this new contract increases net margins by 

about $9.5 million. 

3. Central Arizona Water Conservation District (“CAWCD”) Adjustment - This 

adjustment annualizes the revenues associated with Ancillary Services Schedule 1 - 

System Control & Load Dispatching service to CAWCD. This adjustment increases 

net margins by $108,000. 

4. CAWCD Non-recurring Point-to-Point Revenue Adjustment - This adjustment 

removes test year revenues received from CAWCD for non-firm transmission service 

that are non-recurring. This adjustment decreases net margins by about $560,000. 

5. AEPCO N-1 Point-to-Point Revenue Adjustment - This adjustment annualizes 

test year revenues associated with AEPCO’ s N-1 Point-to-Point service agreements. 

Prior to 201 1, AEPCO had contracts with SWTC in the aggregate amount of 48 MW 

for Point-to-Point service. As explained previously in the ED2 Sales Contract 

Adjustment discussion, 8 MW of this 48 MW Point-to-Point service will end with the 

termination of the ED2 contract this September. However, on January 1, 201 1, 

AEPCO entered into an additional 50MW of Point-to-Point service to provide the 

necessary wheeling paths to accommodate an N-1 event on SWTC’s transmission 

system. On January 1,2012, AEPCO consolidated these 40 MW and 50 MW contracts 

with an additional 20MWs of required service to establish a new N-1 contract of 

110 MW of Point-to-Point service. SWTC has included a pro forma adjustment to 
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reflect this additional $925,000 of increased wheeling revenue for the additional 

20 MW which was not reflected in test period revenues. The effect of this adjustment 

increases net margins by that amount. 

6. Member Un-designation Point-to-Point Revenue Adjustment - During its June 

2012 Board Meeting, the Directors of SWTC authorized management to amend, subject 

to RUS approval, the transmission service agreements with each of AEPCO’s partial- 

requirements members to allow for the un-designation of delivery points from Network 

service. These amendments were authorized to conform SWTC transmission service 

requirements more closely to Federal Energy Regulatory Commission (“FERC”) Order 

888 requirements that Network service agreements and Point-to-Point service 

agreements may not have a common delivery point. As a result of these changes to the 

agreements, Mohave Electric Cooperative (“MEC”) will un-designate a delivery point 

and enter into a 9MW Point-to-Point agreement with SWTC. In addition, SWTC 

proposes to terminate its 40 MW Point-to-Point agreement with Sulphur Springs Valley 

Electric Cooperative (“SSVEC”) and is meeting with SSVEC on the un-designation of 

delivery points. The net effect of these two contract revisions decreases net margins by 

about $1.4 million. 

7. MEC Chemstar Wheeling Revenue Adjustment - This adjustment removes the 

transmission revenue credits associated with the Peak Load Shedding agreement 

between AEPCO, MEC and Chemstar, which terminated on October 31, 2011. This 

adjustment increases net margins by about $1 1,000. 

8. Labor Expense Adiustment - This adjustment annualizes labor expense and 

associated payroll taxes and benefits to reflect reductions in staffing levels and wage 

increases that occurred during the test period, as well as known and measurable wage 

IS 169-19/3092481~6 9 
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increases that are taking effect in 2012. In 201 1 , AEPCO and SWTC reduced staffing 

levels from 302 employees to the current level of 261. This adjustment reflects 

SWTC’s portion of these staffing reductions and results in a $1.6 million increase to net 

margins. 

9. Sandario Transmission Line Designation Ad-iustment - This adjustment 

removes direct assignment facility revenues associated with the Sandario Line, which 

has been re-designated as a system facility rather than as a direct assignment facility. 

The effect of this adjustment decreases net margins by about $263,000. 

10. Rate Case Expense Amortization Adiustment - This adjustment assumes legal 

costs and expenses associated with the rate Application of $240,000 and amortizes 

those expenses over a three-year period. The effect of this adjustment results in a 

decrease in net margins of $80,000. 

1 1. S WTC Cost Cutting Promam Adiustment - This adjustment reflects the impact 

of certain non-payroll-related cost cutting measures instituted by S WTC during 20 1 1. 

The effect of this adjustment increases net margins by approximately $274,000. 

12. Depreciation Adiustment - This adjustment reflects the revised depreciation 

rates that are proposed by SWTC and which are discussed in Mr. Scott’s testimony. 

The adjustment is predicated on revised useful life estimates for classes of transmission 

plant ranging from 52 to 60 years. The revised depreciation rates decrease depreciation 

expense by approximately $1.4 million and increase net margins by the same amount. 

13. CUT Debt Refinancing - On February I ,  2012, AEPCO refinanced its 

Cooperative Utility Trust (“CUT”) Certificate bearing an interest rate of 7.74%. Under 

the terms of the Assumption and Indemnity Agreement, as amended, SWTC is entitled 

to about 33% of the savings associated with the refinancing. SWTC has, therefore, 
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made an adjustment to test year expenses to reflect SWTC’s portion of the annual 

interest savings associated with the refinancing. This increases net margins by 

$3 18,000. 

14. Interest ExDense Adiustment - This adjustment annualizes interest expense 

based upon debt balances and interest rates at the end of the test year (adjusted for the 

CUT Certificate refinancing) and decreases interest expense by about $2 1,000. Net 

margins are increased by the same amount. In addition, SWTC has adjusted the 

principal payments for the test period to reflect the principal payments due within the 

next year. This increases principal payments by about $1 8 1,000. 

As indicated on page 8 of Schedule C-2, these pro forma adjustments to expenses and 

revenues result in an increase in net margins of about $1 1.5 million. 

Finally, Schedule C-3 , concerning the computation of the gross revenue conversion 

factor, is not applicable, because SWTC is a not-for-profit cooperative and does not pay 

income taxes. 

15 Q. Please describe Section D of the Schedules. 

16 A. 

17 

18 

19 

20 

21 

The D Schedules contain information on SWTC’s cost of capital for the 12 months 

ended December 3 1 , 2009, 2010 and 201 1 and the projected 12 months ended 

December 31, 2012. Schedule D-1 sets forth the computed cost of capital as of 

December 3 1 , 20 1 1 for the test year, as well as the projected year ending December 3 1 , 

2012. Test year invested debt capital amounted to about $1 16 million, with a 

composite cost rate of 4.56%. Schedule D-2 shows long-term and short-term debt 
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balances by lender that comprise the total debt, the interest rates associated with the 

debt balances and the computation of the composite cost rate for three actual years and 

the projected year. Schedules D-3 and D-4, on cost of preferred and common stock, are 

not applicable to S WTC, because it is a member-owned, not-for-profit cooperative. 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

Q. 

A. 

Please describe Section E of the Schedules. 

Section E contains financial statements and statistical schedules for the 12 months 

ended December 31, 2009, 2010 and 201 1, Schedule E-1 provides comparative 

balance sheets and Schedule E-2 shows comparative income statements. Schedule E-3 

provides a comparative statement of changes in financial position and Schedule E-4 

reflects changes in equity. Schedule E-5 contains detail on utility plant additions during 

the test year and the balances as of December 3 1 , 201 0 and 201 1 , along with pro forma 

adjustments. Schedule E-6 is not applicable because, as a not-for-profit cooperative, 

SWTC has no stock. Schedule E-7 provides SWTC operating statistics, while 

Schedule E-8 lists taxes charged to operations. Attached to my testimony as 

Exhibit GEP-1 are the Consolidated Financial Statements, which include the 

Independent Auditors’ Report to the SWTC Board dated April 23,2012. It contains the 

information required by Schedule E-9. 

18 Q. Please describe Section F of the Schedules. 

I 19 A. Section F contains various projections and forecast schedules. Schedule F-4 discusses 

20 certain assumptions used in developing the projections contained in the previous 

I 

, 21 F schedules. 
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1 Q. 

2 A. 
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Please describe Section G of the Schedules. 

Schedule G-1 is a cost of service summary for the adjusted test year based upon present 

rates. Present rates produced about $22 million in operating margins. Schedule G-2 

provides the cost of service summary for the adjusted test year based upon the proposed 

rates. They would produce operating margins of approximately $9.2 million and a 

9.34% rate of return on rate base. Schedule G-2A sets forth the computation of the 

proposed rates for transmission services. These rates are consistent with FERC 

Order 888, which requires that a transmitting utility offer firm or non-firm Point-to- 

Point and firm Network service transmission on a non-discriminatory open access basis. 

Under Section 21 1 of the Federal Power Act, customers can seek transmission services 

from transmitting utilities like SWTC and FERC requires these utilities to provide 

comparable access to the national grid. 

13 

14 

15 

16 

17 

18 services. 

Schedule G-2AY page 1, provides the derivation of SWTC’s annual transmission 

revenue requirement, which equals total operating expenses, less other revenues, plus 

margin requirements. Schedule G-2AY page 2, is a summary of the proposed 

transmission service rates for the Point-to-Point and Network services offered by 

SWTC. The schedule also lists the proposed rates for mandatory and optional ancillary 

19 

20 

21 

1 22 

Page 3 of Schedule G-2A shows the calculation of the Point-to-Point rate, which results 

from dividing the annual transmission revenue requirement by the product of the 

coincidental peak demand multiplied by 12. The Network services revenue 

requirement is calculated by subtracting the Point-to-Point revenues from the annual 
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transmission revenue requirement. The Network service proposed rate set forth on 

Schedule G-2A, page 2, is then obtained by dividing the Network services revenue 

requirement by 12 months and each Network services customer is billed each month by 

multiplying the Network service proposed rate by their respective load ratio share 

percentage. The load ratio share percentage is obtained by dividing the Network 

services rolling 12-month average transmission demand by the total of all Network 

service customers’ rolling 1 2-month average transmission demand. Schedule G-2A, 

page 4, adjusts the calculation in G-2A, page 3, for the impact of a contract between 

SWTC and MEC, which insulates that member cooperative from certain costs 

associated with system improvements that do not directly benefit MEC. 

Schedule G-2A, page 5, shows the calculation of the mandatory Ancillary Services 

Schedule 1 - System Control & Load Dispatching rate. This rate is arrived at by 

dividing certain costs associated with providing these services by the quantity of 

generating capacity through which these services are provided. Annual numbers are 

divided by 12 to determine monthly values. Schedule G-2A, page 6, calculates the 

proposed mandatory Schedule 2 ancillary service rate for reactive power (VAR) 

supportholtage control. It is based upon costs provided by AEPCO, which appear on 

G-2A, pages 7 through 9. Schedule G-2A, page 10, shows the derivation of the 

proposed rate for the optional Schedule 4 ancillary service (Energy Imbalance) which is 

also based upon cost information provided by AEPCO. 

Schedule G-2A, page 11 (parts 1 and 2), calculates the revenues that SWTC should 

obtain from each of its contracts with the member distribution cooperatives based on 
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the proposed rates. Schedule G-2A, page 12 (parts 1 and 2), provides this information 

based on existing rates, which are presented in Schedule G-2A, page 13. 

Schedule G-2A, page 14, calculates the revenues to be collected from each customer of 

SWTC for providing Ancillary Services Schedule 1 - System Control & Load 

Dispatching services. This amount is used to reduce the amount of revenues that 

SWTC collects through transmission rates, so that rates are designed to meet the 

targeted level of revenue requirements. 

Q. 

A. 

Please describe Section H of the Schedules. 

The H Schedules show the effect of the proposed rate tariff schedules on the revenues 

generated by sales to SWTC’s Network and Point-to-Point customers. Schedule H-1 

summarizes the revenues generated by present rates and the proposed rates for the test 

year ending December 3 1,20 1 1. This schedule shows that present rates would generate 

revenues from sales of transmission (including mandatory Schedule 1 services) to 

Network and Point-to-Point customers of about $44 million and that the proposed rates, 

instead, would generate revenues of about $31 million. Thus, the proposed rates are 

expected to produce a decrease in revenues of about $12.8 million compared to the 

present rates. Schedule H-2, page 1, compares revenues generated by the present and 

proposed rates for each of the Class A Members, as well as the other Network services 

customers. Pages 2 through 12 of Schedule H-2 analyze the revenues generated on a 

monthly basis from each Network services customer. Pages 13 through 15 provide 

summaries of this information. Pages 16 and 17 of Schedule H-2 compare revenues 

generated by present and proposed rates for Point-to-Point services. Schedule H-3 

15 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

shows the changes in representative rate schedules. Schedules H-4 and H-5 are not 

applicable to SWTC, because the cooperative does not provide retail electric service. 

Is SWTC proposing any changes to the cost allocation and rate design approaches 

which were approved by the Commission in SWTC’s prior rate case? 

No. SWTC is not recommending any changes to the methods used to complete 

Schedules G and H in prior rate cases, nor is it suggesting any change to the rate design 

which has been used since SWTC commenced operations in 2001. We have updated 

the information in the schedules presented in this rate case to reflect the updated cost 

information and billing determinants discussed previously in my testimony and 

presented in Schedules A through H. 

Please summarize the rates that SWTC requests the Commission approve. 

The primary rates that SWTC requests approval of are (a) the Network Services Rate’s 

monthly revenue requirement of $1,570,730; (b) the Firm and Non-Firm Point-to-Point 

Services Rate of a maximum of $2.558/kW month; and (c) a System Control & Load 

Dispatching Rate of $0.173/kW month. 

Mr. Pierson, please discuss the Transmission Revenue Adjustor (“TRA”) 

proposed by SWTC. 

Mr. Scott’s testimony generally describes the proposed TRA and SWTC’s reasons for 

requesting it. Attached to this testimony as Exhibit GEP-2 is an illustration 

demonstrating how the adjustor would work in the event that a new 25 MW Point-to- 

Point service agreement of more than a year duration is entered into after this rate 
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case and, conversely, how rates would adjust if an existing 25 MW Point-to-Point 

service agreement were terminated between rate cases. 

Lines 1-10 of GEP-2 show how both the Point-to-Point and Network service rates 

are calculated in a rate case, using SWTC’s proposed revenue requirement in this 

docket as an example. As shown on Lines 4 and 10, the Point-to-Point rate is 

$2.558/kW month and the Network monthly revenue requirement is $1,570,730. 

Under the first hypothetical at lines 12-18, if SWTC were to add a 25 MW Point-to- 

Point contract, then the Network service monthly revenue requirement would be 

reduced to $1,506,780. However, the total annual revenue requirement authorized by 

the Commission remains the same as in the rate case (approximately $29 million). The 

additional $767,400 of Point-to-Point revenue decreases the portion of that total 

revenue requirement to be collected from Network service customers. Conversely, 

lines 20-26 demonstrate how the TRA would work if SWTC were to lose a 25 MW 

Point-to-Point contract. Under that scenario, the Network monthly revenue requirement 

adjusts to $1,634,680. However, as in the first example, the total authorized annual 

revenue requirement remains constant at about $29 million. 

17 Q. Do you have precise tariff language to propose for the TRA at this time? 

18 A. 

19 

No. We only quite recently raised the concept with the Utilities Division Staff and are 

in the process of working on the details of the proposal. We anticipate filing in this 

I 20 docket a more detailed adjustor proposal by the end of October. 
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1 Q. 

2 Commission’s attention? 

3 A. Just one. The Western Area Power Administration has filed notices of proposed 

4 transmission rates for its Parker Davis and Pacific Northwest-Pacific Southwest Intertie 

5 Projects. Initial estimates are that the increased rates could add approximately 

6 $675,000 in wheeling expense to SWTC on an annual basis. However, the proposed 

7 rates are still in the comment phase and, therefore, have not been included as a pro 

8 forma adjustment to revenue requirements in this rate Application. 

Finally, are there any other transmission issues that you would like to bring to the 

9 Q. Does this conclude your direct testimony? 

10 A. Yes, it does. 
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REPORT OF INDEPENDENT AUDITORS 

To the Board of Directors 
Southwest Transmission Cooperative, lnc. 

We have audited the accompanying balance sheets of Southwest Transmission Cooperative, Inc. (the 
Cooperative) as of December 31, 2011 and 2010 and the related statements of revenues and expenses and 
unallocated accumulated losses and cash flows for the years then ended. These financial statements are the 
responsibility of the Cooperative's management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards, issued 
by the Comptroller General of the United States. Those standards require that we plan and perform the audits 
to obtain reasonable assurance about whether the financial statements are free of material misstatement. An 
audit includes consideration of internal control over financial reporting as a basis for designing audit 
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the 
effectiveness of the Cooperative's internal control over financial reporting. Accordingly, we express no such 
opinion. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures in 
the financial statements, assessing the accounting principles used and the significant estimates made by 
management, as well as evaluating the overall financial statement presentation. We believe that our audits 
provide a reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of the Cooperative as of December 31,2011 and 2010 and the results of its operations and cash flows 
for the years then ended in conformity with accounting principles generally accepted in the United States of 
America. 

In accordance with GovernmentAuditing Standards, we have also issued a report dated April 23,2012 on our 
consideration of the Cooperative's internal control over financial reporting and our tests of its compliance 
with certain provisions of laws, regulations, contracts and grant agreements and other matters. The purpose 
of that report is to describe the scope of our testing of internal control over financial reporting and 
compliance and the results of that testing and not to provide an opinion on the internal control over financial 
reporting or on compliance. That report is an integral part of an audit performed in accordance with 
Government Auditing Standards and should be considered in assessing the results of our audit. 

Portland, Oregon 
April 23, 2012 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
BALANCE SHEETS 

UTILITY PLANT 
Plant in service 
Construction work in progress 

Total utility plant 
Less accumulated depreciation 

Utility plant, net 

INVESTMENTS 
Restricted held to maturity 
Other 

Total investments 

CURRENT ASSETS 
Cash and cash equivalents 
Accounts receivable 
Materials and supplies inventory 
Prepayments and other current assets 

Total current assets 

DEFERRED DEBITS AND REGULATORY ASSETS 

ASSETS 

December 31, 
2011 2010 

TOTAL ASSETS 

$ 176,901,055 $ 176,999,314 
8,948,097 6,599,089 

185,849,152 183,598,403 
81,751,925 76,810,840 

104,097,227 106,787,563 

2,048,005 1,333,505 
1,212,239 1,201,826 

3,260,244 2,535,331 

12,269,545 7,191,267 
3,365,303 3,370,223 
4,152,990 2,176,168 

787,189 826,399 

20,575,027 13,564,057 

3,628,128 3,975,790 

$ 131,560,626 $ 126,862,741 

2 See accomDanvine notes. 



SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
BALANCE SHEETS 

MEMBERSHIP CAPITAL AND LIABILITIES 

December 31, 
2011 2010 

MEMBERSHIP CAPITAL 
Membership fees 
Patronage capital 
Unallocated accumulated margins (losses) 

Total membership capital 

LONG-TERM DEBT 
Federal Financing Bank 
Cooperative Utility Trust 
Solid Waste Disposal Revenue bonds 
Cooperative Finance Corporation 

Total long-term debt 

CURRENT LIABILITIES 
Member advances 
Current maturities of long-term debt 
Accounts payable 
Accrued property and business taxes 
Accrued interest 
Other 

Total current liabilities 

TOTAL MEMBERSHIP CAPITAL AND LIABILITIES 

!$ 900 $ 900 
9,438,264 9,438,264 
5,003,242 (8 15,16 1) 

14,442,406 8,624,003 

92,713,826 95,861,250 
7,300,860 

6,189,655 6,s 15,426 
6,594,793 140,987 

105,498,274 109,818,523 

349,347 332,938 
6,984,695 3,949,503 
1,091,726 1,278,605 
1,009,993 899,943 
1,428,399 1,468,848 

755,786 490,378 

11,619,946 8,420,2 15 

$ 131,560,626 $ 126,862,741 

See accompanying notes. 3 



SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
STATEMENTS OF REVENUES AND EXPENSES AND 
UNALLOCATED ACCUMULATED MARGINS lLOSSESl 

OPERATING REVENUES 

Members 
Sales of electric transmission 

Class A - Firm 
Class B - Firm 
Class B - Nonfirm 

Nonmembers 

Members 
Sales and ancillary services 

Class A 
Class B 

Nonmembers 

Total operating revenues 

OPERATING EXPENSES 
Transmission operation 
Depreciation and amortization 
Administration and general 
Property and other taxes 
Transmission system control 
Transmission maintenance 
Wheeling and ancillary charges 

Total operating expenses 

OPERATING MARGIN 

Interest and interest related expenses, net 
Other, net 

NET MARGIN (LOSS) 

UNALLOCATED ACCUMULATED MARGINS (LOSSES), 
beginning of year 

PATRONAGE CAPITAL ALLOCATION 

UNALLOCATED ACCUMULATED MARGINS (LOSSES), 
end of year 

Years Ended December 31, 
2011 2010 

$ 26,996,630 $ 20,929,368 
4,280,718 6,082,s 9 7 

124 288 
2,865,472 2,035,729 

3,574,011 3,676,882 
293,297 513,513 

1,307,551 1,3 04,2 2 5 

39,317,803 34,542,602 

3,130,705 3,304,898 
5,384,647 5,430,170 

4,69 1,9 17 4,2 6 5,2 8 1 
2,022,230 1,781,220 
3,545,158 4,015,618 
4,823,017 4,991,987 
5,12 7,12 7 5,335,501 

28,298,165 29,55 1,3 11 

11,019,638 4,991,291 

(5,s 0 7,886) (5,546,620) 
306,651 (2 5 9,83 2) 

5,818,403 (8 15,16 1) 

(8 15,16 1) 40,486 

(40,486) 

$ 5,003,242 $ (815,161) 

4 See accompanying notes. 



SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
STATEMENTS OF CASH FLOWS 

Years Ended December 3 1, 
2011 2010 

CASH FLOWS FROM OPERATING ACTIVITIES 
Net margin (loss) 
Adjustments to reconcile net margin (loss) to net cash 

from operating activities 
Depreciation and amortization of plant in service 
Changes in assets and liabilities 

Accounts receivable 
Materials and supplies inventory 
Deferred debits 
Accrued property and business taxes 
Accounts payable 
Accrued interest 
Other, net 

Net cash from operating activities 

CASH FLOWS FROM INVESTING ACTIVITIES 
Construction expenditures, net 
Investments 

Net cash from investing activities 

CASH FLOWS FROM FINANCING ACTIVITIES 
Member advances, net 
Payments on long-term debt 
Proceeds from long-term debt 

Net cash from financing activities 

CHANGE IN CASH AND CASH EQUIVALENTS 

CASH AND CASH EQUIVALENTS, 
beginning of year 

CASH AND CASH EQUIVALENTS, 
end of year 

SUPPLEMENTAL DISCLOSURE OF CASH FLOW 
INFORMATION 

Cash paid for interest, net of amount capitalized 

$ 5,818,403 $ (815,161) 

5,384,647 5,430,170 

4,920 (1 65,792) 
(1,976,822) (7001 

347,662 268,493 
110,050 50,129 

(186,879) (299,92 2) 
(40,449) 1,128,861 
304,618 (1,187,644) 

9,766,150 4,408,434 

(2,694,3 11) (1,614,371) 
(724,913) (68,587) 

(3,419,224) ( 1,68 2,9 5 8) 

16,409 (1 86,7 2 8) 
(7,293,557) (5,064,13 3) 
6,O 0 8,s 0 0 6,683,000 

(1,268,648) 1,432,139 

5,078,278 4,15 7,6 1 5  

7,191,267 3,033,652 

$ 12,269,545 $ 7,191,267 

$ 5,375,928 $ 4,211,996 

See accompanying notes. 5 



SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 1 - Organization 

Southwest Transmission Cooperative, Inc. (the Cooperative or SWTC) is organized under Arizona law as 
a nonprofit rural electric transmission cooperative, which provides electric transmission and ancillary 
services to its customers. The Cooperative was organized with two classes of members. Class A 
members consist of nonprofit electric cooperative or nonprofit membership corporations, which are 
electric utilities that are or have been beneficiaries of the Rural Electrification Act of 1936 and have or 
will have agreements wherein their power and associated energy are delivered using transmission and 
related facilities owned by the Cooperative and/or transmission rights in third-party systems controlled 
by the Cooperative; and that have each joined with the other Class A members in the Cooperative's 
operations in order to share the benefits and costs of ownership of an entity engaged in providing 
transmission services for the benefit of its members. There are currently six Class A members. Class B 
members consist of generation and transmission electric cooperatives organized under Arizona law and 
other electric utilities which currently have, or will have, agreements with the Cooperative whereby 
transmission services are purchased from the Cooperative. There are currently two Class B members. 

Note 2 - Summary of Significant Accounting Policies 

System of accounts - The Cooperative maintains its accounts in accordance with policies and 
procedures as prescribed by the Rural Utilities Service (RUS) in conformity with the Uniform System of 
Accounts. The Cooperative's accounting policies conform to accounting principles generally accepted in 
the United States of America as  applied in the case of regulated public utilities and are in accordance 
with the accounting requirements and rate-making practices of RUS and the Arizona Corporation 
Commission (ACC), the regulatory authorities having jurisdiction. 

Accounting for the effects of regulation - Due to the regulation of its rates by the ACC, the Cooperative 
prepares its financial statements in accordance with Regulated Operations. This accounting requires a 
cost-based, regulated enterprise to recognize revenues and expenses in the time periods when the 
revenues and expenses are included in rates. This may result in regulatory assets and liabilities until 
such time that the related revenues and expenses are included in rates (see Note 5). 

Utility plant - Utility plant, consisting primarily of transmission facilities, is stated at  historical cost and 
includes the costs of outside contractors, direct labor and materials, allocable overhead and interest 
charged to construction. 

In accordance with the Uniform System of Accounts, the Cooperative capitalizes the interest costs 
associated with the borrowing of funds used to finance construction work in progress (CWIP). Interest 
income from construction funds held in trust, if any, is credited to CWIP. Interest costs capitalized on 
construction projects was approximately $20,000 and $21,000 in 2011 and 2010, respectively. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 2 - Summary of Significant Accounting Policies (continued) 

Depreciation is computed on the straight-line basis over estimated useful lives of depreciable property 
in accordance with rates prescribed by RUS, averaging 3.00% and 3.10% for 2011 and 2010, 
respectively. Depreciation expense was approximately $5,385,000 and $5,430,000 for the years ended 
December 31, 2011 and 2010, respectively. Minor replacements and repairs are charged to expense as 
incurred. Retirements of utility plant, together with the cost of removal, less salvage, are charged to 
accumulated depreciation. 

The Cooperative assesses its long-lived assets for impairment whenever events or changes in 
circumstances indicate that the carrying amount may not be recoverable. If the fair value is less than the 
carrying amount of the asset, a loss is recognized for the difference. The Cooperative has not recorded 
losses resulting from impairment of its long-lived assets. 

Asset retirement obligation - Accounting standards require the recognition of an Asset Retirement 
Obligation (ARO), measured at  estimated fair value, for legal obligations related to decommissioning and 
restoration costs associated with the retirement of tangible long-lived assets in the period in which the 
liability is incurred. The initial capitalized asset retirement costs are depreciated over the life of the 
related asset, with accretion of the ARO liability classified as an operating expense. Management has 
determined that they do not have a significant asset retirement obligation. 

Investments - The Cooperative accounts for its investments in accordance with accounting for certain 
investments in debt and equity securities. This accounting provides that the Cooperative classify 
investments in securities as either trading securities, held-to-maturity securities, or available-for-sale 
securities. At  December 31, 2011 and 2010, all investment balances were classified as held-to-maturity 
securities and are therefore recorded at  amortized cost (see Note 3). 

A decline in the market value of held-to-maturity securities below cost that is deemed to be other-than- 
temporary results in a reduction in carrying amount to fair value. The impairment is charged to margins 
and a new cost basis for the security is established. To determine whether an impairment is other-than- 
temporary, the Cooperative considers whether it has the ability and intent to hold the investment until a 
market price recovery and considers whether evidence indicating the cost of the investment is 
recoverable outweighs evidence to the contrary. Evidence considered in this assessment includes the 
reasons for the impairment, the severity and duration of the impairment, changes in value subsequent to 
year end and forecasted performance of the investee. Management does not believe the investments are 
impaired as  of December 31,2011. 

Fair value of financial instruments - Many of the Cooperative's financial instruments lack an available 
trading market as characterized by a willing buyer and willing seller engaged in an exchange 
transaction. The Cooperative's general practice and intent is to hold its financial instruments to maturity 
and not to engage in trading or sales activities. As a result, significant estimations using the best 
available information and present value calculations are used by the Cooperative for purpose of 
disclosure. For current financial instruments, the carrying amounts approximate fair value. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 2 - Summary of Significant Accounting Policies (continued) 

Cash equivalents - The Cooperative considers all investments with an original maturity of 90 days or 
less to be cash equivalents. The Cooperative maintains its cash in bank accounts, which, a t  times, exceed 
federally insured limits and has not experienced any losses in such accounts. 

Smart Grid Investment Grant - The Cooperative submitted an application to the U.S. Department of 
Energy (DOE) on behalf of itself and two of its member cooperatives for grant funds as authorized by 
section 405, Division A of the American Recovery and Reinvestment Ac t  of 2009. DOE approved the 
grant application in the amount of $32,244,485 to fund 50% of the costs to implement smart grid 
technology. The project start date for this grant was June 1, 2010 with project implementation not to 
exceed thirty-six months. Expenditures related to federal grant awards totaled $8,685,498 and 
$5,433,378 for the years ended December 31, 2011 and 2010, respectively, of which $7,171,416 and 
$4,228,448, respectively were incurred by sub-recipients. Grant funds are subject to audit by the DOE. 

Accounts receivable - Receivables are recorded when invoices are issued and are written off when 
they are determined to be uncollectible (see Note 4). The allowance for doubtful accounts is estimated 
based on historical losses, review of specific problem accounts, the existing economic conditions in the 
industry and the financial stability of customers. Generally, accounts receivable are considered past due 
after 30 days. No allowance was deemed necessary at  December 31,2011 and 2010. 

Inventories - Inventories, consisting of materials and supplies, are carried at  average cost. 

Unamortized debt costs - Costs incurred for the issuance or repricing of long-term debt are deferred 
and amortized over the life of the related debt (see Note 5). 

Deferred debits - Deferred debits are recorded at  cost and either: (1) amortized over their expected 
period of benefit or alternate period of time as may be mandated by ACC or other regulatory order, if 
different, or (2) eliminated upon determination of their ultimate disposition (see Note 5). 

Revenues - Revenues are recognized as electric transmission or other services are provided. 

Use of estimates - The preparation of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at  the date of the 
financial statements and the reported amounts of revenues and expenses during the reporting period. 
Actual results could differ from these estimates. 

Subsequent events - Accounting standards require disclosure of the date through which subsequent 
events have been evaluated, as well as whether the date is the date the financial statements were issued 
or the date the financial statements were available to be issued. The Cooperative has evaluated 
subsequent events through April 23,2012, the date the financial statements were available to be issued. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 3 - Investments 

Investments at  December 31 consist of the following: 

2011 2010 

Restricted term certificates 
Investment in associated organization 
Other 

$ 2,048,005 $ 1,333,505 
1,075,000 1,000,000 

137,239 201,826 

Total investments $ 3,260,244 $ 2,535,331 

Restricted term certificates - The Cooperative is a member of the National Rural Utilities Cooperative 
Finance Corporation (CFC), a not-for-profit cooperative financing institution. As a condition of 
membership, the Cooperative purchased $1,333,505 in Subscription Capital Term Certificates (SCTCs), 
which bear interest at 5.00% per annum and have maturity dates ranging from 2070 to 2080. The fair 
value of these investments is not readily determinable; therefore, they are recorded at cost. 

As a condition of the long-term debt due CFC (see Note 7), in 2011 the Cooperative purchased a Zero 
Term Certificate (ZTC) totaling $714,500 bearing interest at  2.40% per annum and maturing in 2013. 

The SCTCs and ZTC are unrated, uncollateralized debt securities of CFC. 

Investment in associated organizations - The Cooperative is a member of Sierra Southwest 
Cooperative Services, Inc. (Sierra). The Cooperative’s investment in Sierra is carried at  cost (see 
Note 15). 

In November 2011, the Cooperative invested $75,000 in the capital of Grand Canyon State Electric 
Cooperative Association (GCSECA). The Cooperative’s investment in GCSECA is accounted for under the 
cost method of accounting. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 4 - Accounts Receivable 

Accounts receivable at  December 3 1 consist of the following: 

2011 2010 

Electric transmission sales 
Due from related party 
Other 

Total accounts receivable 

$ 3,248,849 $ 2,704,856 
52,243 321,613 
64,211 343,754 

$ 3,365,303 $ 3,370,223 

Electric transmission sales - Electric transmission sales consist of sales to members and nonmembers 
under transmission service agreements (see Note 10) and are generally not collateralized. 

Note 5 - Deferred Debits and Regulatory Assets 

Deferred debits and regulatory assets at  December 3 1 consist of the following: 

2011 2010 

Regulatory assets $ (315,057) $ (315,057) 
Unamortized debt costs 55 6,575 722,991 
Preliminary survey and investigation and land rights 3,070,836 3,012,796 
Software lease 315,774 555,060 

Total deferred debits and regulatory assets $ 3,628,128 $ 3,975,790 

Regulatory assets - The ACC authorized the recovery of the regulatory assets through the imposition of 
a specific charge (see Note 2). The regulatory assets, pursuant to an order from the ACC, are being 
amortized as revenues related to the regulatory assets that are collected. The credit represents revenue 
remaining to be recognized related to the regulatory assets. 

Note 6 - Patronage Capital 

2011 2010 

January 1 
Patronage capital allocation 

December 3 1  

$ 9,438,264 $ 9,397,778 
40,486 

$ 9,438,264 $ 9,438,264 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 6 - Patronage Capital (continued) 

In accordance with the Cooperative's bylaws, the Cooperative is obligated to account on a patronage 
basis to all its members for all amounts received and receivable from the furnishing of electric energy 
transmission and other services to members in excess of the sum of 

Operating costs and expenses, including interest on debt service, properly chargeable against the 
furnishing of electric energy transmission, and other services; 
Amounts required to offset any losses incurred during the current or any prior fiscal year; and 
Maintenance of reserves, if any. 

0 

0 

All such excess amounts at  the moment of receipt by the Cooperative are received with the 
understanding that they are furnished by the members as capital. RUS mortgage provisions require 
written approval of any declaration or payment of capital credits. These provisions restrict the payment 
of capital credits to 25% of the margins received by the Cooperative in the preceding year, unless total 
membership capital exceeds 40% of the total assets of the Cooperative. There were no retirements for 
2011 and 2010. 

Note 7 - Long-Term Debt 

Federal Financing Bank (FFB) - This debt is payable at  interest rates based on long-term obligations 
of the United States Government as determined on the date of advance. Interest rates on individual FFB 
notes ranged from 2.35% to 9.08% in 2011 and from 2.60% to 9.08% in 2010. Equal quarterly principal 
and interest installments on these obligations extend through 2035. The obligations are guaranteed by 
RUS. The Cooperative may prepay all outstanding notes by paying the principal amount plus either: 
1) the difference between the outstanding principal balance of the loan being refinanced and the present 
value of the loan discounted at  a rate equal to the then current cost of funds to the Department of the 
Treasury for obligations of comparable maturity; 2) 100% of the amount of interest for one year on the 
outstanding principal balance of the loan being refinanced multiplied by the ratio of a) number of 
quarterly payment dates remaining to maturity bears to b) number of quarterly payment dates between 
year 13 of the loan and the maturity date; or 3) present value of 100% of the amount of interest for one 
year on the outstanding principal balance of the loan. 

Cooperative Utility Trust - The Cooperative issued a note, underlying a Certificate of Beneficial 
lnterests (the Certificate), to a Cooperative Utility Trust. Principal payments on the note are due 
annually through 2018 and guaranteed by RUS. The interest rate on the note is 7.70%, paid 
semiannually. The note may be prepaid at any time after September 1, 2006 at 103.50% of the 
outstanding principal amount of the note on the date of prepayment, declining one half percent per year 
to 100% beginning September 1, 2013 and thereafter. This note was prepaid in f i l l  in February 2012 
and the entire amount outstanding a t  December 31, 2011 is classified in 2012 maturities of long-term 
debt. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 7 - Long-Term Debt (continued) 

Solid Waste Disposal Revenue bonds - Principal on these bonds is due in annual installments through 
2024. Interest rates on the bonds are variable and subject to revision semiannually. The interest rate in 
effect at December 31,2011 and 2010 was 1.00% and 1.24%, respectively. Interest is paid semiannually. 
These bonds are guaranteed by CFC and are not subject to optional redemption prior to maturity. 

Rural Utilities Service - RUS has established a Cushion of Credit Payment Program, whereby 
borrowers may make advance payments on their RUS and FFB notes. These advance payments earn 
interest a t  the rate of 5.00% per annum. The advance payments, plus any accrued interest, can only be 
used for the payment of principal and interest on the notes. The Cooperative’s participation in the 
Cushion of Credit Payment Program totaled $4,119,806 and $1,513,001 at  December 31,2011 and 2010, 
respectively, and is recorded as a reduction of the outstanding RUS and FFB long-term debt. 

Cooperative Finance Corporation - The outstanding long-term debt is payable a t  a variable interest 
rate that is established monthly and effective on the first day of each month. The interest rate in effect at  
December 31, 2011 and 2010 was 3.20% and 4.95%, respectively. Quarterly principal and interest 
payments on this obligation extend through 201 3. This obligation is guaranteed by RUS. The variable 
interest rate on the debt is convertible to a fixed rate. The fixed rate would be equal to the rate of 
interest offered by CFC at the time of the conversion request. The Cooperative may prepay fixed rate 
notes in whole or in part, subject to a prepayment premium prescribed by CFC. 

During 2010, the Cooperative entered into a three-year secured note with CFC in the amount of $48 
million to provide front-end financing for its construction work plan projects. The interim financing will 
be repaid with draws from the Cooperative’s RUS guaranteed FFB loans once the projects are completed. 
In addition, the Cooperative entered into a three-year unsecured equity note with CFC in the amount of 
$6,859,200 to purchase equity term certificates associated with the interim financing draws. Upon 
repayment of the interim financing draws, the equity term certificates will be used to repay the 
unsecured equity financing. These notes mature in March 2013 and are payable at  a variable long-term 
interest rates which were 3.20% and 3.00% a t  December 31,2011, and 4.95% at December 31,2010. As 
of December 31,2011, the Cooperative has drawn $5,000,000 from the first note and $714,500 from the 
second note. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 7 - Long-Term Debt (continued) 

Maturities of long-term debt - Maturities of long-term debt for the next five years and thereafter are 
as follows: 

2012 
2013 
2014 
2015 
2016 
Thereafter 

$ 6,984,695 
4,977,468 
5,192,391 
5,462,460 
5,650,634 

84,215,32 1 

$ 112,482,969 

Under covenants of the Mortgage and Security Agreement (Mortgage), dated July 2,2001, by and among 
the Cooperative, CFC and the United States of America acting through RUS, RUS Transmission Loan 
Contract, dated July 2, 2001, between the Cooperative and the United States of America acting through 
RUS, and RUS general and preloan policies and procedures, the Cooperative must, among other things, 
obtain approvals from both RUS and CFC for certain transactions and contracts and design its rates with 
a view to maintaining, on an annual basis, an average times interest earned ratio of 1.05 and debt service 
coverage ratio of 1.0 calculated retrospectively using the highest ratios from two of the three most 
recent years. Management believes these financial covenants have been achieved as of 
December 31,2011. 

Long-term debt is collateralized by the pledge of all assets. 

The fair value of the Cooperative’s long-term debt is estimated by discounting the future cash flows 
required under the terms of each respective debt agreement by the currently quoted or offered rates for 
the same or similar issues of debt with similar maturities. The principal amounts of variable rate debt 
are considered reasonable estimates of their fair value. The fair value of debt at  December 31,2011 and 
2 0 10 was $12 3,2 88,O 3 1 and $120,80 2,115, re spedively. 

Components of interest expense at  December 3 1  consist of the following: 

2011 2010 

Total interest costs and related amortization 
Interest capitalized 

Total interest expense 

$ 5,528,063 $ 5,567,625 
(2 0,177) (21,005) 

$ 5,507,886 $ 5,546,620 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 8 - Accounts Payable 

Accounts payable a t  December 31 consists of the following: 

2011 2010 

Wheeling charges 
Payable to related party 
Trade and other 

Total accounts payable 

$ 344,456 $ 188,201 

737,635 1,090,404 
9,635 

$ 1,091,726 $ 1,278,605 

Note 9 - Member Advances 

Member investment program - The Cooperative offers all members the ability to invest funds with the 
Cooperative on a short-term basis for periods up to nine months. The Cooperative did not have 
outstanding liabilities for notes a t  December 31,2011 and 2010. 

Prepaid transmission program - The Cooperative also offers a prepayment program for all members 
whereby the members may make interest-bearing prepayments of their monthly transmission billings. 
Terms offered on the prepayment program are the same as the member investment program. The 
prepayment and accrued interest are applied to the members’ transmission billings on the date such 
billings become due. The Cooperative recorded liabilities for prepayments of $349,347 and $332,938 a t  
December 31,2011 and 2010, respectively. The interest rate on prepayments outstanding during 2011 
and 2010 averaged .36% and .57%, respectively. Interest expense on the prepayment program was 
approximately $382 and $2,506 for the years ended December 31,2011 and 2010, respectively. 

Note 10 - Commitments and Contingencies 

Rate increase - On October 16,2009, the Cooperative filed an application for rate relief requesting new 
rates to become effective on January 1, 2011. On December 10, 2010, the Arizona Corporation 
Commission issued a decision approving a 26.43% increase in revenues and authorizing new rate tariffs, 
which became effective on January 1,2011. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 10 - Commitments and Contingencies (continued) 

Personnel staffing agreement - The Cooperative has a personnel staffing agreement with Sierra (see 
Note 15), whereby Sierra provides personnel staffing services for all positions except certain key staff 
and management positions, who are employees of the Cooperative. The personnel staffing agreement 
provides that the Cooperative shall pay for the actual and verifiable costs incurred by Sierra for 
personnel, materials, supplies, and all other direct, indirect and overhead costs incurred by Sierra in 
carrying out its responsibilities under the personnel staffing agreement. The term of the staffing 
agreement is for five years from the effective date of August 1, 2006. The agreement is automatically 
extended for five successive years unless terminated by either party no later than two years prior to the 
conclusion of such fifth contract year. Neither the Cooperative nor Sierra gave the two-year advance 
notice of termination, thereby extending the agreement for an additional five-year term. 

Approximately 41% of the personnel employed by Sierra are subject to a collective bargaining 
agreement. Sierra entered into a five-year collective bargaining agreement, effective March 1,2005. 
Effective March 1,2010, the agreement was extended for another three years. 

Class A member network service agreements - The Cooperative has an agreement with Arizona 
Electric Power Cooperative, Inc. (AEPCO), to provide network integration transmission service to 
deliver AEPCO’s power to AEPCO’s all-requirements Class A distribution cooperative members. The 
Cooperative entered into separate agreements to provide network integration and point-to-point 
transmission service to AEPCO’s partial requirements Class A members. These agreements remain in 
effect so long as the associated wholesale power contract between AEPCO and the Class A member 
remains in effect, all of which terminate on December 31, 2035. In the opinion of management, the 
Cooperative will be able to provide service in accordance with these agreements. 

AEPCO bundled transmission service agreements - The Cooperative has agreements with AEPCO to 
provide point-to-point for AEPCO’s bundled power sales agreements and the Joint Generation 
Contingency Reserve Plan as developed by AEPCO and SWTC. These agreements provide for reserved 
transmission capacity totaling 98 MW and will remain in effect in accordance with each respective 
service agreement. In the opinion of management, the Cooperative will be able to provide service in 
accordance with these agreements. 

Other transmission service agreements - The Cooperative holds separate transmission service 
agreements (Point to Point and Network Integration) with other entities in accordance with the 
Cooperative’s Open Access Transmission Tariff (OATT) or other pre-OATT agreements. These other 
transmission service agreements provide for reserved transmission capacity up to 30 MW and will 
remain in effect in accordance with each respective service agreement. In the opinion of management, 
the Cooperative will be able to provide service in accordance with these agreements. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 10 - Commitments and Contingencies (continued) 

Transmission wheeling agreements - The Cooperative purchases transmission wheeling rights from 
other entities. There are currently eleven (seven with Western Area Power Administration - Lower 
Colorado, two with Southern California Edison and one each with Tucson Electric Power and Arizona 
Public Service Company) transmission wheeling agreements under which the Cooperative purchases 
transmission to provide for deliveries to AEPCO’s Class A members loads. These transmission wheeling 
agreements provide for wheeling rights up to 288 MW and expire at  various times. 

Lines of credit 
Short-term financing - The Cooperative maintains a line of credit for short-term financing with CFC of 
$6,000,000 maturing December 28, 2013. Interest rates on all advances under the line of credit will be 
equal to the total rate per annum as may be fixed by CFC from time to time, which shall not exceed the 
Prevailing Bank Prime Rate, as published in the Money Rates column of The Wall Street Journal, plus 
1.00% per annum. The bank prime rate at December 31, 2011 was 3.25%. No amounts were drawn 
under the line of credit at  December 31,2011 and 2010. 

Company credit card program - The Cooperative also maintains a line of credit agreement with CFC 
for $250,000 as part of its company credit card program. The agreement was effective July 23,2004 and 
will remain in effect until terminated by either party. Interest rates on all advances under the line of 
credit will be equal to the total rate per annum as may be fixed by CFC from time to time, which shall not 
exceed the Prevailing Bank Prime Rate, as published in the Money Rates column of The Wall Street 
/ournal, plus 1.00% per annum. The bank prime rate a t  December 31, 2011 was 3.25%. No amounts 
were drawn under the line of credit at December 31,2011 and 2010. 

Note 11 - Income Tax Status 

The Cooperative is exempt from income taxes under the provisions of Section 501(c)(12) of the Internal 
Revenue Code, except to the extent of unrelated business income, if any. Effective January 1, 2009 the 
Cooperative adopted Financial Accounting Standards Board (FASB) Accounting Standards Codification 
(ASC) 740-10, relating to accounting for uncertain tax positions. As of December 31,2011 and 2010, the 
Cooperative does not have any uncertain tax positions. The Cooperative files an exempt organization 
and unrelated business income tax return in the U.S. federal jurisdiction and states of Arizona and 
California and is no longer subject to examination by taxing authorities before 2008. 



SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 12 - Retirement Plans 

The Cooperative has a defined benefit pension plan covering substantially all of its employees. Pension 
benefits are provided through participation in the National Rural Electric Cooperative Association 
(NRECA) Retirement and Security Program. The Cooperative contributes a percentage of salaried and 
union employees’ earnings to the program, as prescribed by NRECA. In response to impacts from the 
economic downturn, the required contribution rate increased significantly in 2010 and was adjusted for 
market conditions in 2011. Contributions made to this plan approximated $523,000 and $652,000 for 
the years ended December 31,2011 and 2010, respectively. The Cooperative’s policy has been to fund 
retirement costs annually as they accrue. 

This multi-employer plan is available to all member cooperatives of NRECA. Information concerning the 
Cooperative’s proportionate share of the excess, if any, of the actuarially computed value of vested 
benefits over the pension plan’s net assets is not available from NRECA, the plan administrator. 

The Cooperative also offers participation in the NRECA SelectRE Pension Plan to all employees meeting 
certain minimum service requirements. This plan has 401(k) salary deferral features. Under this plan, 
the Cooperative matches a percentage of the employees’ contributions to the plan. The Cooperative’s 
contributions to the plan were approximately $69,000 and $93,000 for the years ended December 31, 
2011 and 2010, respectively. 

Note 13 - Concentration of Customers and Credit Risk 

Revenue for the year ended December 31, 2011 included revenue from four customers whom each 
individually represented more than 10% of the total operating revenue. Revenue from these customers 
collectively represented approximately 83% of total operating revenue for 201 1. Accounts receivable 
related to operating activities a t  December 31, 2011 included amounts owed from four customers, 
whom each individually represented 10% or more of the total accounts receivable balance. The amounts 
owed from these customers collectively represented approximately 84% of the total operating accounts 
receivable balance a t  December 31,2011. 

Revenue for the year ended December 31, 2010 included revenue from four customers whom each 
individually represented more than 10% of the total operating revenue. Revenue from these customers 
collectively represented approximately 85% of total operating revenue for 2010. Accounts receivable 
related to operating activities at  December 31, 2010 included amounts owed from four customers, 
whom each individually represented 10% or more of the total accounts receivable balance. The amounts 
owed from these customers collectively represented approximately 85% of the total operating accounts 
receivable balance at December 31,2010. 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 14 - Leases 

Office facilities and machinery and equipment - The Cooperative entered into two separate 60- 
month lease agreements, effective as of August 1, 2001, to lease office facilities and substantially all the 
machinery and equipment used in the Cooperative’s daily operations (see Note 15). On July 27,2006, the 
term of these leases were amended to automatically renew for an additional 60 months beginning 
August 1, 2006, and every five years thereafter. Rent expense for the office facilities and machinery and 
equipment totaled approximately $806,000 and $1,135,000 for the years ended December 31,2011 and 
2010, respectively. 

Commercial office building - Effective January 19,2009, the Cooperative entered a payment and cost 
allocation agreement with Sierra for the sole use of two offices and use of the conference room at the 
Tucson Office Facility. The Cooperative is assessed by Sierra through cost allocation methodology 7.50% 
of office facility expenses as defined in the agreement Rent expense for the lease of the commercial 
office building was approximately $5,000 and $7,000 for the years ended December 31, 2011 and 2010, 
respectively, and is included in administration and general on the accompanying statements of revenues 
and expenses and unallocated accumulated losses. This agreement was terminated September 30,201 1. 

Network computing equipment - The Cooperative entered into a master lease agreement dated 
December 14,2004 for the lease of network computing equipment to be implemented in multiple stages. 
The Cooperative implemented two stages in 2005, two in 2006 and a final stage in 2008. The original 
term of each lease schedule is 36 months. The original term of the leasels) shall automatically be 
extended on a monthly basis unless either party notifies the other not later than 90 days prior to the end 
of the original term or 30 days prior to the end of any extended term. Rent expense for the network 
computing equipment totaled approximately $18,000 and $49,000 for the years ended December 31, 
2011 and 2010, respectively. 

The following summarizes the future minimum lease payments a t  December 31,2011: 

2012 
2013 
2014 
2015 
2016 

$ 871,378 
869,850 
853,042 
853,042 
497,608 

$ 3.944.920 
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SOUTHWEST TRANSMISSION COOPERATIVE, INC. 
NOTES TO FINANCIAL STATEMENTS 

Note 15 - Related Parties 

The Cooperative is a member of Sierra. Sierra is a member-owned, nonprofit Arizona cooperative 
corporation organized to provide personnel staffing and energy services and products to its members 
and other customers. Members of Sierra are collectively represented by one director seated on Sierra’s 
board of directors. Each director is entitled to one vote on each matter submitted to a vote at a meeting 
of the directors (see Note 3). 

AEPCO and Sierra are Class B members of the Cooperative. Class B members of the Cooperative are 
collectively represented by one director seated on the Cooperative’s board. Each director is entitled to 
one vote on each matter submitted to a vote a t  a meeting of the directors. 

The Cooperative has an agreement with Sierra, whereby Sierra provides personnel staffing services (see 
Note 10 - Personnel Staffing Agreement). The Cooperative recorded expenses for personnel staffing 
services totaling approximately $7,690,000 and $7,521,000 for the years ended December 31, 2011 and 
2010, respectively. The Cooperative had accounts payable to Sierra totaling approximately $10,000 a t  
December 31, 2011 and no accounts payable at  December 31, 2010. The Cooperative had no accounts 
receivable from Sierra at  December 31, 2011 and accounts receivable totaling approximately $188,000 
at December 31,2010. 

The Cooperative has an agreement with AEPCO for the lease of office facilities and machinery and 
equipment (see Note 14  - Office Facilities and Machinery and Equipment). Rents paid to AEPCO totaled 
approximately $806,000 and $1,135,000 for the years ended December 31,2011 and 2010, respectively. 

The Cooperative has also entered into agreements with AEPCO for transmission service (see Note 10 - 
Class A Member Network Service Agreements and AEPCO Bundled Transmission Service Agreements). The 
Cooperative recorded revenues for these agreements totaling approximately $7,225,000 and 
$14,082,000 for the years ended December 31, 2011 and 2010, respectively. The Cooperative had 
accounts receivable from AEPCO totaling approximately $664,000 and $1,501,000 as of December 31, 
2011 and 2010, respectively. The Cooperative had no accounts payable to AEPCO as of December 31, 
2011 and 2010. 
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REPORT REQUIRED BY GOVERNMENT AUDITING STANDARDS 



WWW.WOSSAOAMS.COM 

REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF 

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 
AUDITING STANDARDS 

To the Board of Directors 
Southwest Transmission Cooperative, Inc. 

We have audited the financial statements of Southwest Transmission Cooperative, Inc. (the Cooperative) 
as of and for the year ended December 31, 2011 and have issued our report thereon dated 
April 23,2012. We conducted our audit in accordance with auditing standards generally accepted in the 
United States of America and the standards applicable to financial audits contained in Government 
Auditing Standards, issued by the Comptroller General of the United States. 

Internal Control over Financial Reporting - Management of the Cooperative is responsible for 
establishing and maintaining effective internal control over financial reporting. In planning and 
performing our audit we considered the Cooperative’s internal control over financial reporting as a 
basis for designing our auditing procedures for the purpose of expressing our opinion on the financial 
statements, but not for the purpose of expressing an opinion on the effectiveness of the Cooperative’s 
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness 
of the Cooperative’s internal control over financial reporting. 

A deficiency in internal control exists when the design o r  operation of a control does not allow 
management or employees, in the normal course of performing their assigned functions, to prevent, or 
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control, such that there is a reasonable possibility that a material 
misstatement of the entity’s financial statements will not be prevented, or detected and corrected on a 
timely basis. 

Our consideration of internal control over financial reporting was for the limited purpose described 
above and was not designed to identify all deficiencies in internal control over financial reporting that 
might be deficiencies, significant deficiencies, or material weaknesses. We did not identify any 
deficiencies in internal control that we consider to be material weaknesses, as defined above. 
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REPORT OF INDEPENDENT AUDITORS ON INTERNAL CONTROL OVER FINANCIAL 
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF 

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT 
AUDITING STANDARDS (continued) 

Compliance and Other Matters - As part of obtaining reasonable assurance about whether the 
Cooperative’s financial statements are free of material misstatement, we performed tests of its 
compliance with certain provisions of laws, regulations, contracts and grant agreements, noncompliance 
with which could have a direct and material effect on the determination of financial statement amounts. 
However, providing an opinion on compliance with those provisions was not an objective of our audit, 
and accordingly, we do not express such an opinion. The results of our tests disclosed no instances of 
noncompliance or other matters that are required to be reported under Government Auditing Standards. 

We noted certain matters that we reported to management of the Cooperative in a separate letter dated 
April 23, 2012. 

This report is intended solely for the information and use of the Board of Directors and management of 
the Cooperative, Arizona Corporation Commission and the Rural Utilities Service and supplemental 
lenders and is not intended to be and should not be used by anyone other than these specified parties. 

Portland, Oregon 
April 23,2012 
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BOB STUMP, Chairman 
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BRENDA BURNS 
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Q- 

A. 

Q* 

A. 

Mr. Pierson, are you the same Gary E. Pierson who sponsored direct testimony for 

Southwest Transmission Cooperative, Inc. (“SWTC”) in this matter? 

Yes, I am. 

Have you reviewed the direct testimonies of Staff witnesses Randall E. Vickroy, 

Dennis M. Kalbarczyk and Richard Mazzini filed on April 4,2013 in this matter? 

Yes, I have. SWTC believes Staffs positions set forth in the testimonies of Messrs. Vickroy 

and Kalbarczyk will provide adequate revenue requirements for SWTC when combined 

with four additional adjustments that I am proposing in this rebuttal testimony. Therefore, 

in order to narrow disputed issues and reduce complexity, for rebuttal purposes, SWTC 

accepts the Rate Base Adjustments proposed by Mr. Kalbarczyk at pages 12-14 of his direct 

testimony, Further, SWTC also accepts the pro forma adjustments proposed by Mr. 

Kalbarczyk at pages 18-1 9 of his direct testimony - subject to certain comments made 

below. SWTC agrees with the major conclusions in Mr. Mazzini’s engineering analysis and 

I discuss below some initial steps SWTC is taking in response to some of his suggestions for 

hture improvements. Finally, in response to Mr. Kalbarczyk’s rate design testimony, I 

provide additional information regarding the Cooperative’s proposed Transmission Revenue 

Adjustor (“TRA”), including a proposed tariff and a T U  Plan of Administration. We hope 

these additional materials will assist Staff in recommending approval of the TRA. 
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Q. 

A. 

Q. 

A. 

COST OF CAPITAL - SWTC REBUTTAL POSITION 

Mr. Vickroy filed direct testimony on Staff‘s behalf summarizing his evaluation and 

recommendations regarding cost-of-capital issues for the SWTC rate filing. Please 

provide the Cooperative’s response to Mr. Vickroy’s testimony. 

SWTC agrees with Mr. Vickroy’s conclusions on rate sufficiency, equity levels and revenue 

requirements. SWTC m e r  agrees with Mr. Vickroy’s Debt Service Coverage (“DSC”) 

analysis and supports his proposed 1.35 DSC as appropriate for setting rates. 

Mr. Vickroy suggests the use of updated cost of long-term and short-term debt as of 

December 31,2012 to calculate SWTC’s cost of debt. Please provide the 

Cooperative’s response to Mr. Vickroy’s testimony. 

Referring to page 7 of Mr. Vickroy’s testimony, the Central Bank of Cooperatives/CFC’s 

debt was paid off on February 1,20 1 2 and that payoff has already been reflected in the 

adjustment to interest expense made by SWTC in its August 2012 filing. As Mr. Vickroy 

suggests, Exhibit GEP-3 does provide the cost of capital for the test year as adjusted, and as 

of December 3 1,2012 and March 3 1,2013. However, SWTC continues to believe that the 

interest expense adjustment proposed in its original filing and accepted by Mr. Kalbarczyk 

should be used. 
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Q. 

A. 

Q9 

A. 

RATE BASE - SWTC REBUTTAL POSITJON 

Have you reviewed Staff’s testimony on original cost rate base and its position on fair 

value for this proceeding? 

Yes, I have. As I indicated, SWTC accepts Staffs proposed rate base ofjust under 

$97.7 million, as shown in Mr, Kalbarczyk’s Table 1 1 at page 20 of his direct testimony, as 

SWTC’s fair value rate base. 

OPERATING INCOME - SWTC REBUTTAL POSITION 

What is SWTC’s position regarding operating income? 

Also referring to Table 1 1 of Mr. Kalbarczyk’s direct testimony, SWTC accepts Staff’s 

proposed test year revenues of $33.6 million, its operating expenses of $24.4 million, the 

electric operating income (margins) amount of $9.2 million and the proposed net margin of 

$4.4 million. However, SWTC does propose four additional rebuttal adjustments that I 

summarize below and which collectively add about $355,000 of operating expenses to the 

income profile. These adjustments result in rebuttal proposed test year revenues of about 

$34 million and operating expenses of $24.7 million. SWTC’s rebuttal adjustments do not 

impact Staffs proposed electric operating income (margins) of approximately $9.2 million 

or its net margin of slightly less than $4.4 million. For ease of reference, my Exhibit GEP-4 

provides a summary and comparison of SWTC’s original rate filing, Staffs direct testimony 

and S WTC’s rebuttal positions. 
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StafFs Direct Adiustment - Lobbvinp ExDense in Association Dues 

Q. 

A. 

Q* 

A. 

Mr. Kalbarczyk proposes an adjustment to SWTC’s association dues so as to adjust 

out the lobbying expense portion of those dues. Please describe that adjustment 

As discussed at page 19 of Mr. Kalbarczyk’s testimony, the effect of the adjustment reduces 

operating expenses and gross revenues by $37,449 and has no impact on margin. 

Please describe the Cooperative’s position on Mr. Kalbarezyk’s adjustment. 

The lobbying and advocacy activities which the Grand Canyon State Electric Cooperative 

Association and the National Rural Electric Cooperative Association undertake benefit 

SWTC’s member ownershatepayers. They asswe that ow members’ voices are heard on 

local as well as national matters of concern. SWTC believes that these expenditures are 

both a necessary and a very important cost of doing business. However, given the fact that 

Staffs positions generally are so closely aligned with those of SWTC, we accept the 

adjustment in order to narrow disputed issues. 

Staffs Comments on SWTC’s Rate Case Amortization Expense 

Q. Have you reviewed Mr. Kalbarczyk’s comments on SWTC rate case amortization 

expense at page 17 of his direct testimony? 

Yes, I have. We is correct that SWTC does noJ propose to establish a regulatory asset to A. 

collect rate case expense and accepts Staff’s characterization of this adjustment, instead, as a 

normalization adjustment. We further agree that the adjustment should be based upon more 

timely updated cost information. In that regard, SWTC will fimjsh an updated rate case 

cost estimate to Staff in early June. It will include (1) actual incurred expenses through 

34I903Ovll15 169-0019 4 
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May, plus (2) an estimate of the additional expenses necessary to process this case to 

decision issuance by the Commission. 

SWTC Rebuttal Adjustments 

Q. Please summarize the rebuttal adjustments that SWTC is proposing. 

A. We propose four adjustments - two of which increase and two of which decrease expenses. 

My Exhibit GEP-4 at page 4 reflects the four pro forma adjustments to revenues and 

expenses that we are proposing on rebuttal: 

1. 

several contracts with the Western Area Power Administration (“Western”) under which it 

receives network and point-to-point transmission service. The Parker Davis network service 

and point-to-point transmission service rates increased on October 1,20 12, which caused a 

$16,863 and $378,240 increase in SWTC expenses on an annual basis, respectively. 

Further, the Intertie point-to-point transmission service rates were increased on May 1, 

2013, resulting in m additional $204,000 increase in SWTC expenses annually. 

2. Southern California Fidison Contract Rate Increases - SWTC also has a point-to- 

point transmission servjce contract with Southern California Edison (“SCE”). The SCE 

point-to-point rates increased on January 1,20 13 and that has caused a $249,376 increase in 

expenses annually. 

3, 

to Staff data requests, SWTC discovered that an adjustment should have been made (but 

was overlooked in its August 2012 filing) to reflect the September 1,201 1 termination of the 

Western Intertie, Mead Substation Facility Use Charge. Therefore, SWTC proposes to 

Western Area Power Administration Wheeling Contract Rate Increases - SWTC has 

Western Intertie, Mead Substation Facility Use Charge - In the course of responding 

341903Ov1/15169-0019 5 
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remove from its expense profile the $153,730 of facility use charges that were included in 

test year expenses for the January to August 201 1 period. 

4. 

to Staffs requests for data, SWTC discovered that the Teamwork’s Incentive Payments, 

which were recorded in 20 1 1 , had not been removed from expenses as part of our payroll 

adjustment. In order to remain consistent with Staffs position in prior cases that incentive 

pay shodd be excluded from expenses for ratemaking purposes, SWTC proposes to remove 

the $340,000 of Teamwork’s incentive pay that was recorded in 201 1 and was inadvertently 

included in our filing last year. 

SWTC Teamwork’s Incentive Pay - Finally, also during the process of responding 

SWTC Operating: Income 

Q. Have you prepared exhibits that summarize SWTC’s current positions and 

requests? 

Yes, I have. As I mentioned before, Exhibit GEP-4 summarizes SWTC’s original rate 

filing, Staff’s direct testimony and SWC’s  rebuttal positions. In support of this exhibit, we 

have developed rebuttal Schedules A through H, copies of which are being delivered to 

Staff. As reflected on page 1 of Exhibit GEP-4, SWTC proposes the Commission authorize 

a reduction in its revenues by approximately $12.4 million, which is slightly less than Staffs 

proposed revenue reduction of $12.8 million. Page 2 of Exhibit GEP-4 compares Staff‘s 

and SWTC’s rate base positions. Its page 3 details the operating income recommendations 

and its page 4 summarizes our proposed rebuttal adjustments. 
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Q. 

A. 

Q. 

A. 

ENGINEERING ANALYSIS - SWTC REBUTTAL POSITION 

Mr. Mazzini filed direct testimony on Staffs behalf which summarized his 

engineering analysis and his conclusions concerning the ”used and useful” nature of 

facilities which SWTC has recently added to its system. Please respond. 

SWTC agrees with the major conclusions set forth in Mr. Mazzini’s report (attached as 

Exhibit RAM-:! to his direct testimony) that (1) all SWTC property placed in service should 

be considered “used and useful” for ratemaking purposes, (2) SWTC’s maintenance 

practices “conform to industry standards” and we employ a state-of-the-art maintenance 

management system and (3) our reliability performance is generally good. 

Did Mr. Mazzini note any areas for potential improvement? 

He did. Specifically, at page 2 of his report, Mr. M d n i  identified three areas for SWTC’s 

considemtion. These areas were cost estimating practices, the use of available 

benchmarking data in relation to operating and maintenance cost performance and continued 

monitoring of the human error component in reliability performance. His conclusions and 

observations are being reviewed by the Cooperative’s senior management and engineering 

personnel for further process improvements or refinements. For example, management is 

actively investigating transmission study options for the purpose of benchmarking O&M 

and capital costs. To further assist in the analysis and prevention of outages, SWTC has 

recently added a new position of Operation Engineer. The Operation Engineer is assigned 

to analyze each outage and make recommendations (if applicable) to prevent further 

outages. SWTC’s Operation Engineer has experience in relay coordination, relay 

interrogation, relay schemes and settings. 
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Q. 

A. 

Q. 

A. 

RATE DESIGN - SWTC REBUTTAL POSITION 

Have you reviewed the direct rate design testimony Mr. Kalbarczyk frted on Staffs 

behalf on April 22,2013? 

Yes, 1 have. SWTC agrees with the rate design that Mr. Kalbarczyk has proposed, although 

we suggest including the four rebuttal adjustments. In that regard, Exhibit GEP-5 

summarizes SWTC current rates, its filed rates, S W s  proposed rates and SWTC’s 

proposed rates on rebuttal. My Exhibit GEP-6 contains a proof of revenue as well as a 

summary by rate class reflecting SWTC’s rebuttal positions. 

Mr, Kalbarczyk also discusses the SWTC proposed TRA at page 9 of his rate design 

testimony. Please provide the Cooperative’s response. 

Mr. Kalbarczyk notes that Staff requires additional information in order to respond to 

SWTC’s request for a TRA. In that regard and to facilitate consideration of the proposal by 

Staff, the Administrative Law Judge and the Commission, SWTC has prepared a TRA 

Tariff which is attached as Exhibit GEP-7. We have also prepared a TRA Plan of 

Administration which is attached as Exhibit GEP-8. Finally, in preparing the TRA Tariff, 

we also identified some language changes to SWTC’s Network Transmission Service 

(“NTS”) Tariff, which clarify how network rates are calculated as a fbnction of monthly 

revenue requirements and also clarifv how the TR4 will work to adjust the NTS rates. 

Accordingly, attached as Exhibit GEP-9 is a revised form of the NTS Tariff. We apologize 

for the delay in providing these additional TRA materials to Staff and its consultants and 

hope they will facilitate review and approval of our TRA request. 
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Q. 

A. Yes, it does. 

Does' this conclude your rebuttal testimony? 
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Exhibit GEP-3 

Debt Interest Annual Line 
N 0. Description Outstanding Rate Interest 

$ YO $ * 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 

Southwest Transmission Cooperative, Inc. 
Cost of Long Term and Short Term Debt 

Long Term Debt: 
FFB Debt (1) 
CFC Series 1994A Bonds 
NRUCFC 
Regulatory Asset 

Subtotal 
Short Term Debt 

Total 

$ 96,155,252 4.786% $ 4,601,990 
6,515,426 I .OOO% 65,154 

13,478,935 3.210% 432,674 
(91,000) 

116,149,613 4.312% 5,008,818 - - 
$ 116,149,613 -i 4.312% $ 5,008,818 

As of December 31,2012 
Long Term Debt: 

FFB Debt - (2) $ 94,287,644 4.733% $ 4,462,905 
CFC Series 1994A Bonds 6,189,655 0.650% 40,233 
NRUCFC 6,595,181 3.356% 22 1,334 
Regulatory Asset 

Short Term Debt 
Subtotal 

Total 

(9 1,000) 
107,072,480 4.327% 4,633,472 

$ 107,072,480 4.327% $ 4,633,472 
F - .  = 

As of March 31,2013 
Long Term Debt: 

FFB Debt - (3) $ 104,521,349 
CFC Series 1994A Bonds 6,189,655 
NRUCFC 6,315,410 
Regulatory Asset 

Subtotal 117,026,414 
Short Term Debt 

Total 3 117.026.414 

4.485% $ 4,687,682 
0.600% 37,138 
3.358% 212,046 

(86.250) 
4.145% 4,850,6 16 

- 
4.145% $ 4,850,616 

(1) Balance reflects 4th Quarter debt service payment made on January 3,2012. 
(2) Balance reflects 4th Quarter debt service payment made on January 1,2013. 
(3) Balance reflects 1st Quarter debt service payment made on April 1,2013. 
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Southwest Transmission Cooperative, Inc. 
Comparison of Increase in Gross Revenue Requirement 

Test Year Ended December 31,2011 

Col. A Col. B Col. c 
Company Staff Company 

Line As Filed Direct Rebuttal 
No. Description Position Position Position 

1 Summary of Revenue Increase Proposed: 
2 
3 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 

16 
17 
18 
19 
20 

Proposed Revenue Decrease 
Revenues in Test Year - Present Rates 
Revenue increase Percentage 

Pro Forma Statement of Operations 
with Proposed Rates: 
Operating Revenues 
Operating Expense 

Electric Operating Margins 
Interest & Other Deductions 

Operating Margins 
Non-Operating Margins 

Net Patronage Capital or Margins 

Times Interest Earned Ratio: 

Net Patronage Capital or Margins 
Interest on Long Term Debt 

Total 
Times Interest Earned Ratio 

S 33,677,073 S 33,639,424 S 33,994,393 
24,430,165 24,392,716 24,747,485 
9,246,908 9,246,908 9,246,908 
5,170,450 5,170,450 5,170,450 
4,076,458 4,076,458 4,076,458 

307,780 307,780 307,780 
4384338 S 4.384.238 S 4384.238 

S 4,384,238 S 4,384,238 5 4,384,238 
5,008,818 5,008,8 18 5,008,818 

S 9,393,056 S 9,393,056 S 9,393,056 
1.88 1.88 1.88 - 

21 Debt Service Coverage Ratio: 
22 Net Patronage Capital or Margins S 4,384,238 S 4,384,238 $ 4,384,238 
23 Depreciation & Amortization 4,033,584 4,033,584 4,033,584 
24 
25 Total 
26 

interest on Long Term Debt 5,008,8 18 5,008,818 5,008,818 
. S 13,426,640 S 13- $ 13,426,640- 

27 Interest on Long Term Debt $ 5,008,818 $ 5,008,818 $ 5,008,818 
28 Principal Payments 4,936,841 4,936,841 4,936,841 
29 Debt Service S 9,945,659 
30 Debt Service Coverage Ratio 1.35 1.35 1.35 
31 
32 

33 Electric Operating Margins S 9,246,908 S 9,246,908 S 9,246,908 
34 RateBase 
35 Return on Fair Value Rate Base 9.34% 9.47% 9.47% 
36 
37 References: 
38 Column (A): Company Original Filed Schedules 
39 Column (8): Staff Direct Testimony Schedules 

Return on Fair Value Rate Base: 

PimOn SWTC Rebuttal W o r m  - M411013 
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Southwest Transmission Cooperative, Inc, 
Comparison of Increase in Gross Revenue Requirement 
Test Year Ended December 31,201 1 

RATE BASE - ORIGINAL COST 

LINE 
- NO. 

1 Plant in Service 
2 Less: Accumulated Depreciation 
3 Net Plant in Service 

(A) (B) (C) 
COMPANY STAFF COMPANY 

AS DIRECT REBUTTAL 
FILED POSITION POSITION 

$ 176,519,426 $ 176,519,426 S 176,519,426 
(80,394,632) (81,745,695l (81,745,695) 
96,124,794 94,773,73 1 94,773,733 

4 Advances in Aid of Construction (AKAC) 0 0 0 

5 Contributions in Aid of Construction (CIAC) 0 0 0 
6 Less: Accumulated Amortization 0 0 0 
7 Net CIAC 0 0 0 

8 Total Advances and Contributions 

9 Member Advances 

ADD: 

10 Working Capital 

I I Plant Held for Future Use 

12 Deferred Debits 

13 Total Rate Base 

References: 
Column (A): Company Schedule IB-I, Page 1 
Column (B): Kalbarcyzk Direct Testimony 

0 

0 

0 

0 

0 

0 

2,885,077 2,885,077 2,885,077 

0 

0 

0 0 

0 0 

S 99,009,871 S 97,658,808 $ 97,658,808 “4 
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Southwest Transmission Cooperative, Inc. 
Rebuttal Adj ustrnents 

Twelve Months Ended December 31,2011 

Description $ $ $ 

1, Adjustment to annualize rate increases in Western 
and SCE Wheeling Contracts: 
Western Area Power Contract Rate Increases: 
Parker Davis PTP Firm Transmission $ 378,240 
Intertie PTP Firm Transmission 204,000 
Parker Davis Firm Network Transmission 

Total 
2. Southern California Edison Contract Rate Increases: 

SCE Firm Pt-to-Pt 

16,863 
$ 599,103 

249,376 

Subtotal 848,479 

3, Western Intertie, Mead Substation Facility Use Charge (153,710) 

Total Adjustment 

4. Adjustment to eliminate Teamwork's Incentive Plan 
Salary Accruals: 
Administrative & General Expense 

Total Rebuttal Adjustments 

Pienoa SWTC Rebuttal Workpopen. 5/14/2013 

$ 694,769 

(340,000) 

$ 354,769 





w w ( l f ( A  

U 





Exhibit GEP-6 
Southwest Transmission Cooperative, Inc. 
PROOF OF REVENUE AND SUMMARY BY RATE CLASS 

PRESENT AND PROPOSED RATES - REBUTTAL 

PROPOSED CHANGE LINE REVENUE PROPOSED CHANGE RATES 

NO. CLASS O F  SERVICE PRESENT PROPOSED AMOUNT PERCENT PRESENT PROPOSED AMOUNT PERCENT 

CI.?\SS A MEMBER NETWORK CONTRACTS: 
I. ANZA 
2. DUNCAN 
3. GRAHAM 
4. MOHAVEI 
5. MOHAVEZ 
6. SULPHUR I 
1. SULPHUR2 
8. TRlCO1 
9. T R I c o 2  

IO. Claw A TOTAL: 

OTHER FIRM NETWORK CONTRACTS 
11. SAFFORD 
12. THATCHER 
13. Total Olber Finn Network Contram 

S 411,123 I 341.910 5 (129.213) 

313.912 221,840 (86,112) 

1.7903% 1,299,278 (491.018) 

5.246J41 3,807591 (1,33B.950) 

1.656922 1,019,765 (631,151)  

5,567,185 4,040,293 (1,126,892) 

2,734,641 1,984,621 (150.020) 

6,NI.4% 4,754,6441 (1,796,855) 

132,136 531.3336 (2W,SOO) 
S25.064.310 S 18.007393 5 (7,051,011) 

5 803,SIl I 583,139 S 620.378) 
213,OU 199,163 (14,889) 

S 1,076369 S 7 8 1 W  S (295361) 

NETWORK SYSTEM CONTROL ti LOAD DISPATCH 
14. 
15. 
16. 
17. 
I 0. 
19. 
20. 
21, 
22. 
23. 
24. 
25. 

26. 

Aaza 
Duncan 
Graham 
Moh8ve 1 
Mohavc 2 
Sulphur 1 
Sulphur 2 
Trico 1 
Trico 2 
& l l d  
Thalchcr 
Total Syrtm Conlrol& Load Dbpalcb 

TOTAL NETWORK (LtO t L I 3  t L25) 

s 21,906 s 
15JSl 
87.765 

251,497 
76.138 

306.8% 
131.369 
284,606 

63,455 
39.100 
13,149 

S 1J77,667 I 

15,466 
I0.724 
61,913 

I8 1,824 
YJ63 

202,583 
92,763 

288.967 
44.807 
27.609 

9,708 
902,189 

S (6,439) 
(4,463) 

(25.792) 
(75,612) 
(22175) 
(84.3 12) 
(38,606) 
(83.639) 
( 1 W 8 )  
( I  1,491) 

(4,040) 
I (375,478) 

-27.43% 

-21.43% 

-27.43% 

-21.431/. 

-38.45% 

-27.43% 

-27.41% 

-27.43% 

-27.41Ya 

-28.16% 
- 

-21.43% 
-21.43% 
-21.43% 

-2939% 
-29.39% 
-29.39% 
-2939% 
-29.39X 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-2939% 
-29.39% 
-2939% 
- 

f 21,418,546 f 19,690,785 S (7,721,761) -28.18% 

P-T-P Network Tnasmirsion Rnie 
27. AEPCO f 13,638,240 S 9,115,080 f (3.863.160) - 2 8 3 %  

29. Mohave 389,664 279388 (110.376) -28.33% 
30. FMI Snflord Mini WbceIiog 432,960 310,320 (122.640) 48.33% 
31. Tal111 P-T-P Trnnsmisrion S 14,060,8M f IOJ64,688 S (4.096,176) -2853% 

7.8. Sulpher Springs Firm Yoin1 to Poinl _ -  

P-1-P Network S y s I m  Control & Load DupatchTransmb#iDn Rule 
32. AEPCO 5 926.100 0 a53.940 S (272.160) -29.39% 

34. Mohrvc 26.460 18.684 (7.776) -29.39% 

36. Total P-7-P Tranrmission S 981,960 5 693.384 S (288,576) -29.39% 

33. Sulphur Spriugs FLol Poinl to Poinl _ .  

35. FM1 Sslford Mine Wheeling 29,400 20,760 (8,640) -29.39Y. 

38. TOTAL FIRM TRANS ti SCHED 1 REV 5 42,861,370 S 30,148,857 S(12,112,S13) -2836% 
(L26 + 1-31] 

DIRECT ASSIGNMENT PAClLlTlES 
39. Trim S 1,598521 S 1,598,521 5 - 0.00% 
40. Other Diretl Ast ipmeal  Facilities 17.180 77,180 
41. TouI Direct Assigameai Facilities S 1.675,701 S 1,675,701 S 

OTHER SYSTEM CONTROL REVENUE 
42. Oibw Curtoman S 154.81I S 109.315 S (45,495) -2939% 
43. CAWCD Adjustmeal (35,600) (25,130 10,462 
44. Total Other Syslm Coatrolr S 119,211 S 84,117 S (35,033) -29.39% 

45. OTHER OPERATING REVENUE S 696.543 S 696.143 S 

SPECIAL CONTRACTS. OTRER 
46. 
47. 
48. 
49. 
so. 
SI. 
51. 
53. 
54. 
55. 

56. 

AEPCO 
MObWG 
Awo & Silverhell 
Sulphur Springs 
FMI - Sallord Mine 
TEP Poi01 lo Point 
Olbn M k  
M o b w e  Pawer Factor Ad). 
Trim . Powm Fncior Adj. 
1oial Special Coalmns - Olhar 

s 37,833 
178,275 

9,131 
25,321 

690,212 
78,028 
22,408 
16,526 
23,125 

I 1,081,460 

5 27,117 s 
121,717 

9,131 
18,148 

494,111J 
55.926 
16,061 
16,526 
23,125 

S 7¶9JI4 

(10,717) -28.333% 
(50,498) -2833% - 0.00% 
(1.112) -2OJ3Y. 

(195,509) .2833% 
(22,102) *283% 
(6.347) -28.33% 

* 0.00% - 0.00% 
(292,546) -27.03Ys 

TOTAL REVENUE (128 t L41+ S 46,434.286 S 33,994.393 S (12439,893) -26.79Y. 
L44 + L45 + Ls5) 

5 2,1117,176 

S 2.187.116 

I 2,187.176 

S 2,187,176 

I 2,056,562 
S 2,187.176 

5 2.187,116 

S 2.187,176 

3 2,187,176 

S 1,587.3Ol 5 (599,869) 

5 1,501,307 S (599,069) 

S I,u17307 J (599,869) 

S 1,587,307 S (599,869) 

S 1,265,717 I (790,836) 

S 1,5117101 S (599.869) 

S 1,581,307 S (599,169) 

S 1,587307 S (599,169) 

S 1.587J07 I (599,869) 

S 2,181,176 5 1,5117307 S (599.869) 
S 2,187,116 S 1387.307 S (S99,869) 

5 
s 
s 
s 
S 
s 
S 
5 
I 
5 
$ 

s 

0.2450 5 
0.2450 s 
0.2450 5 
0.2450 S 
0.2450 S 
0.2450 s 
0.2450 S 
0.2450 s 
034% s 
0.2450 S 
0.2450 s 

0.1730 5 
0.1730 S 
0.1130 S 
0.1730 S 
0.1130 5 
0.1730 5 
0.1730 S 
0.1730 S 
0.1730 S 

0.1730 S 
0.1730 s 

(0.07M) 
(0.0720) 

(0.0720) 
(0,0720) 
co.072u) 
(0.o720) 
(0.0720) 
(a.0720) 
(0.0720) 
(o.ono) 

(0.0720) 

3.6080 S 2.5860 S (1.0220) 
3.6080 S 2.5860 S (1.0220) 
3.6080 S 2.5860 S (I.0220) 
3.6080 f 2.5860 S (1.0220) 

0.2450 5 0.1730 S (0.0120) 

0.2450 S 0.1730 S (0.0720) 
0.2450 S 0.1730 S (0.0120) 

0.24SO s 0.1730 s (0.0720) 

133.210 S 133310 f 

-27.43% 

.21.43% 

-21.4% 

-2'1.43% 
-38.4SK 

-17.43% 

-21.43% 
-27.43% 
-27,43% 

-27.43% 
-27.45% 

-2939% 
-2939Y. 
-29.39% 
49.39% 
-29.39% 
-29.39Yv 
-19.39% 
-29.39% 
-29.39% 
49.39% 
-29.39% 

-28.33% 
-28.33% 
-28.33% 
-28,33% 

-29.39% 
-29.39% 
-29.39% 
-1939% 

0.00% 





Exhibit GEP-7 
SOUTHWEST TRANSMISSION COOPERATIVE, INC. 

NETWORK TRANSMISSION REVENUE ADJUSTOR (TRA) 

TARIFF 

PERMANENT 

Effective Date: November 1, 20 1 3 

APPLICABILITY OF NETWORK TRANSMISSION REVENUE ADJUSTOR (TR4) 

Applicable to all customers that receive service under SWTC’s Network Transmission 
Service Tariff. 

The TRA adjusts SWTC’s monthly N ’ Revenue Requirement 
and its monthly Mohave 2 Network Trans 

her an addition or the 
agreement (Firm Point-To- 

effect will be adjusted downward. In the event of a termination of a Firm Point-To-Point 
Contract, the monthly NTS Revenue Requirements in effect at the time service is 
terminated will be adjusted upward. 

Only those revenues derived from the actual transmission service component of a Firm 
Point-To-Point Contract shall be used in calculating the TRA adjustment. System Control 
and Load Dispatch revenues and any other Ancillary Service revenues associated with the 
Firm Point-To-Point Contract(s) will not be included in the calculation of the TRA 
adjustment. 

The Company’s monthly NTS Revenue Requirements are stated in Exhibit A of its 
Network Transmission Service Tariff. In the event of the addition or termination of a 
Firm Point-To-Point Contract, SWTC will file a revised Exhibit A that reflects the 
monthly NTS Revenue Requirements as adjusted by the TRA along with the contract 
3412770~5/15169-0019 



Ex hi bit GEP-7 
documentation and calculations supporting the revised revenue requirements. The 
Network Transmission Service Tariff with the revised monthly revenue requirements will 
be subject to a thirty (30) day Arizona Corporation Commission Staff review period. The 
revised tariff shall become effective at the end of the thirty (30) day period unless the 
Commission elects to suspend the revised tariff, in which case it shall become effective 
upon Commission approval or by operation of law. 

The revised monthly NTS Revenue Requirements shall be calculated as follows: 

Addition of a Firm Point-to-Point Contract 

Revised Monthly Network Transmission Service Revenue Requirement = 
current Monthly Network Transmission Service Revenue Requirement minus 
monthly revenue from the Additional Firm Point-to-Point Contract* 

Revised Monthly Network 
current Monthly Network Trans 

Requirement shall be calculated on the same basis, by subtracting or adding the 
int contract revenues to the current monthly 

ice Revenue Requirement. 

341 2770~5/15 169-001 9 2 
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Southwest Transmission Cooperative, 
Inc. 



Exhibit GEP-8 

1 Transmission Revenue Adiustor - Plan of Administration 

2 General DescriDtion: 

3 The purpose of the Southwest Transmission Cooperative, Inc. (SWTC) Network 
4 Transmission Revenue Adjustor (TRA) is to track changes in AEPCO’s firm point-to- 
5 point transmission contract revenue and to recover or return increases or decreases in 
6 those revenues through an adjustor me 
7 Service and Mohave 2 Network Transmiss 

8 Key Definitions: 

9 1 .  Annual Network Transmission Ser 
10 transmission service revenue r 
1 1  Corporation Commission in the 
12 (insert]. 

13 
14 
15 
16 f i l s  

2. Annual Mohave 2 Network Transmission Service Revenue Requirement - Annual 
network transmission service revenue requirement related to service under the 

ona Corporation Commission in the 

17 3. Revenue Requirement - Annual Network 
18 ment divided by 12 and as specified in 
19 ce Tariff, Exhibit A. 

20 
21 
22 
23 A. 

4. Monthly Mohave 2 Network Transmission Service Revenue Requirement - 
Annual Mohave 2 Network Transmission Service Revenue Requirement divided 
by 12 and as specifi in SWTC’s Network Transmission Service Tariff, Exhibit 

24 5.  Long Term Point-to-Point Transmission Service Agreement (Firm Point-to-Point 
25 
26 

Contract) - Firm (Le., includes a monthly capacity charge), non-energy based, 
point-to-point contract that is or was of a term one year or longer. 

27 
28 
29 

6. Network Transmission Service Revenue - Revenues collected under the terms 
and conditions of SWTC’s Network Transmission Service Tariff and as recorded 
in RUS Accounts 447 and 456. 



Exhibit GEP-8 

1 
2 
3 
4 

7. Firm Point-to-Point Transmission Service Revenue - Revenues collected under 
the terms and conditions of SWTC's Point-to-Point Transmission Service Tariff 
for Firm Point-To-Point Contract customers and as recorded in RUS Accounts 
447 and 456, but not including Ancillary Service Revenues. 

5 
6 
7 
8 
9 

10 
1 1  

12 

13 
14 
15 
16 

8. Ancillary Service Revenues - Revenues associated with services provided by 
SWTC which are necessary to support the transmission of electric power from a 
seller to a purchaser given the obligations of control areas and transmitting 
utilities within those control areas to maintain reliable operations of the 
interconnected transmission system as defined by the Federal Energy Regulatory 
Commission (FERC). Th 
services. 

Test Year Data: 

Based on the most recent test year data and 
to be used for the computation of 
Revenue Requirement and revised 
Revenue Requirement are as follows. 

17 1. Monthly Network Transmission Service Revenue Requirement = [Insert 
18 V a I u e ]  

n Service Revenue Requirement = 

evenue Requirement and Monthly 
uirement shall be calculated as 

24 follows: 

28 
29 
30 
31 
32 Revenues)* 
33 
34 
35 
36 

The Revised Monthly Network Transmission Service Revenue Requirement = the 
current Monthly Network Transmission Service Revenue Requirement minus the 
monthly revenue to be received as the result of service supplied pursuant to the 
Additional Firm Point-to-Point Contract (but not including Ancillary Service 

- 2 -  
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1 
2 
3 
4 
5 
6 
7 
8 
9 
IO 
I I  
12 
13 
14 
15 

16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 

27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 

Termination of a Firm Point-to-Point Contract 

The Revised Monthly Network Transmission Service Revenue Requirement = the 
current Monthly Network Transmission Service Revenue Requirement plus 
monthly revenue which had been received as a result of services supplied under 
the Terminated Firm Point-to-Point Contract (but not including Ancillary Service 
Revenues)* 

* The revised Monthly Mohave 2 Network Transmission Service Revenue 
Requirement shall be calculated on the same basis, by subtracting or adding the 
additional or terminated point-to-point contract revenues to the current Monthly 
Mohave 2 Network Transmission Service Revenue Requirement. 

ACC Revised Network Transmission Service T 

In the event of the addition or termination of a Firm Point-To-Point Contract, SWTC will 
file a revised Exhibit A to the Network Transmission Service Tariff that reflects the 
revised monthly revenue requirements as adjusted by the TRA along with the contract 
documentation and calculations support revised revenue requirements. The 
revised Exhibit A will be subject to a thi 
Staff review period. The tariff with its revi 
end of the thirty (30) 
case it shall become 

ff Filing Reanirements: 

ised Exhibit A pursuant to the 
T U ,  SWTC will file a report containing the following information: 

I .  The customers and their associated revenues collected under the terms and 
conditions of SWTC’s Network Transmission Service Tariff. 

2.  The customers and their associated revenues collected under the terms and 
conditions of SWTC’s Point-to-Point Transmission Service Tariff for Firm Point- 
To-Point Contract customers. 

S WTC will file these compliance reports every six months thereafter. In order to provide 
SWTC with sufficient time to compile the data, the reports will contain data for the 
twelve month period ended two months prior to the report date. 

15169-001 9134339034 - 3 -  
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1 
2 
3 

In addition, each report will be accompanied by a certification from SWTC’s Chief 
Executive Officer or Chief Financial Officer that all information provided in the filing is 
true and accurate to the best of his or her information and belief. 

4 Notification: 

5 Within fifteen (15) days of the Commission’s approval of SWTC’s revised Network 
6 Transmission Service Tariff (or the revised Tariff becoming effective by operation of 
7 law), SWTC will provide its Network Transmission tamers a notice of the 
8 revised Monthly Network Transmission Service R equirement and revised 
9 Monthly Mohave 2 Network Transmission Service Rev uirernent (Exhibit A). 

I 5169-001 9/3433903V4 - 4 -  





Exhibit GEP-9 
SOUTHWEST TRANSMISSION COOPERATIVE, INC. 

NETWORK TRANSMISSION SER VICE 

TARIFF 

PERMANENT 

Effective Date: November 1,20 13 

Available to all cooperative associations 
Southwest Transmission Cooperative Inc. 
receive network transmission se 

addition, S WTC also offers firm 
ancillary services. All service is subject to the terms and conditions of the Open Access 
Transmission Tariff (“OATT”) filed by SWTC with the Federal Energy Regulatory 
Commission. 

NETWORK TRANSMISSION SERVICE 

ages  for Network Transmission 
er’s Load Ratio Share times the 
on the attached Exhibit A. As the Monthly 

onthly charge will vary according to changes 

twork Customer may also be 
ted to, Direct Assignment Facilities 

ges, Ancillary Services charges, 
the Network Customer may also be 

entitled to a credit for redispatch costs. 

15/69-19/3418983 
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EXHIBIT A 

Nov. 1,2013* 

Network Transmission Service: 

Mohave 2 Network Transmission Service: 
Transmission Revenue Requirement (Monthly) $[insert] 

Transmission Revenue Requirement (Monthly)* * $[insert] 

* The stated Transmission Reven 
and after this date. 

* * Monthly revenue requirement 
Network Transmission Service charge. 

ork Service provided on 

I51 69-19D418983 2 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

COMMISSIONERS 

BOB STUMP, Chairman 
GARY PIERCE 
BRENDA BURNS 
BOB BURNS 
SUSAN BITTER SMITH 

IN THE MATTER OF THE APPLICATION OF 
SOUTHWEST TRANSMISSION COOPERATIVE, 
INC. FOR A HEARING TO DETERMINE THE 
FAIR VALUE OF ITS PROPERTY FOR 
RATEMAKING PURPOSES, TO FIX A JUST AND 
REASONABLE RETURN THEREON AND TO 
APPROVE RATES DESIGNED TO DEVELOP 
SUCH RETUFW’ 

Docket No. E-04 1 OOA- 12-03 53 

Rejoinder Testimony of 

Gary E. Pierson 

on Behalf of 

Southwest Transmission Cooperative, Inc. 

July 8,2013 

)553244~3/15 169-001 9 
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Q* 

A. 

0. 

A. 

Q. 

A. 

Mr. Pierson, are you the same Gary E. Pierson who sponsored direct and rebuttal 

testimonies for Southwest Transmission Cooperative, Inc. (“SWTC’’) in this matter? 

Yes, I am. 

Have you reviewed the surrebuttal testimony of Staff witness Dennis M. Kalbarczyk 

fiied on June 17,2013 in this matter? 

Yes, I have. Page 3 of Mr. Kalbarczyk’s testimony contains a summary of his overall 

recommendations to the Commission, With the one exception I discuss below, SWTC 

accepts his recommendations, including his ultimate recommendation that the Commission 

approve revised rates based on an approximate $1 2.6 million reduction in revenue 

requirements. 

REVENUE REQUIREMENTS - SWTC REJOINDER POSITION 

Mr. Kalbarczyk’s testimony discusses some additional adjustments to SWTC’s 

revenue requirements, Please provide the Cooperative’s response to 

Mr. Kalbarczyk’s testimony. 

In my rebuttal testimony, I proposed four rebuttal adjustments that total a net increase of 

about $355,000. At page 4 of his testimony, Mr. Kalbarczyk confirms that those proposed 

rebuttal adjustments are reasonably supported and recommends that they be approved. 

Mr. Kalbarczyk also recommends using an updated DSC as of March 3 1,2013 to calculate 

revenue requirements. In order to narrow disputed issues and reduce complexity, SWTC 

accepts this proposal. This results in a downward adjustment of about $158,000. As 

1 
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Q* 

A. 

Q. 

A. 

summarized at page 5 of his testimony, the net effect of these adjustments is a revenue 

requirements increase of slightly less than $200,000. 

Mr. Kalbarczyk also mentions SWTC’s rate case expenses at page 5 of his testimony. 

Please provide an update on this issue. 

On June 12,201 3, we submitted updated actual and anticipated rate case expenses to Staff, 

including a revised estimate of $220,000 for total rate case expenses compared to ow 

original estimate of $240,000. Upon consultation With Staff, it was agreed that SWTC’s 

original normalization adjustment of $80,000 ($240,000 normalized over a three-year 

period) need not be updated. 

Have you prepared exhibits that summarize SWTC’s rejoinder positions and 

requests? 

Yes, 1 have. Exhibit GEP-10 summarizes SWTC’s original rate filing, Staffs direct 

testimony, SWTC’s rebuttal, Staffs surrebuttal and SWTC’s rejoinder positions. Referring 

to Columns D and E of Exhibit GEP-IO, you’ll see that Staff and SWTC agree as to 

proposed test year revenues of approximately $33.8 million, operating expenses of ’ 

$24.7 million, electric operating income (margins) of $9.1 million and a proposed net 

margin ofjust under $4.4 million. Lines 1 and 3 of Exhibit GEP-IO also show Staff and 

SWTC’s recommendation of a revenue decrease of approximately $12.6 million, which is a 

28.61% decrease compared to test year revenues under present rates. 
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Q. 

A. 

Q. 

A. 

RATE DESIGN - SWTC REJOINDER POSITION 

Does Mr. Kalbarczyk’s surrebuttal testimony address rate design issues? 

Yes, At page 6,  Mr. Kalbarczyk confirmed that Staff continues to support SWTG’s cost of 

service study and rate design approach. Accordingly, my Exhibit GEP-11 summarizes 

SWTC current rates, its filed rates, StafPs rates in direct testimony, SWTC’s rebuttal rates, 

Staffs surrebuttal and SWTC’s rejoinder rate positions (which also reflect the adjustments 

to revenue requirements I’ve discussed above). 

Mr. Kalbarczyk also discusses SWTC’s proposed Transmission Revenue Adjustor 

(“TRA”) at page 6 of his surrebuttal testimony. Please provide the Cooperative’s 

response. 

Though he notes that SWTC supplied additional information regarding the TR.A in our 

rebuttal testimony, Mr. Kalbarczyk states that Staff did not have sufficient time to do an 

effective review of the proposal and, therefore, recommends that the Commission reject the 

TRA at this time. We apologize for the delay in supplying more details on our TRA 

proposal, but as Staff and the Commission know, our small Cooperative staff has not only 

been processing two rate cases simultaneously, but also has been lily occupied in 

supporting AEPCO’s successful efforts to secure a grant of its Supplemental Petition for 

Administrative Reconsideration on the EPA’s Federal Implementation Plan. We hope that 

the following information - including our recent communications with Staff regaxding some 

modifications to the adjustor that we are willing to accept - Will clarify why the TRA shodd 

be approved. 
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Q. 

A. 

Q. 

A. 

Can you please explain how the TRA would work as originally proposed? 

As initially proposed and described in our draft Tariff and Plan of Administration 

(Exhibits GEF-7 and GEP-8 to my rebuttal testimony), the TRA would apply only in the 

limited circumstance of either the addition or termination of a Firm Point-To-Point Contract, 

which is defined as a firm (i e., includes a monthly capacity charge), non-energy based, 

point-to-point contract that is or was of a term one year or longer. The TRA impacts only 

two categories of SWTC’s rates - specifically, those calculated under its monthly Network 

Transmission Service Revenue Requirement and its monthly Mohave 2 Network 

Transmission Service Revenue Requirement (collectively, the “NTS Revenue 

Requirements”). 

In the event that an additional Firm Point-To-Point Contract is entered into in the future, the 

Cooperative’s monthly NTS Revenue Requirements in effect at the time the conrraot takes 

effect will be adjusted downward by the amount of the expected monthly revenue fiom the 

new Firm Point-To-Point Contract. In the event of termination of a Firm Point-‘fo,Point 

Contract, we initially intended that the monthly NTS Revenue Requirements In effect at the 

time of termination would be adjusted upward - again by the monthly revenue provided by 

the terminated Firm Point-To-Point Contract. 

Will the administration of the TRA require time-consuming oversight or complex 

analysis by Commission Staff? 

No. The TRA’will be fairly simple and easy for Staff to review. In order to adjust network 

rates under the’TRA, SWTC will file documentation reflecting the revised rnont!dly’NTS 

3553244~3/15169-0019 4 
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Q- 

A. 

Q* 

A. 

Revenue Requirements. We will also supply a copy of the Firm Point-To-Point Contract at 

issue, along with calculations supporting the revised NTS Revenue Requirement’s for Staffs 

verification. 

Mr. Kalbarczyk noted that no other Arizona utility has a TRA. Does SWTC have a 

response? 

Yes, we do. To our knowledge, SWTC is the only Arizona transmission provider whose 

transmission rates are directly and solely regulated by the Cornmission. Other Arizona 

utilities with transmission facilities (such as Arizona Public Service Company and Tucson 

Electric Power) have transmission rates that are set by the Federal Energy Regulatory 

Commission under a different ratemaking structure. Accordingly, in light of this unique 

status, it’s not surprising that we would be the only company with a TRA. 

What are the benefits of the TRA as initially proposed by SWTC? 

There are several. First, in the event of the addition of a Firm Point-To-Point Contract, the 

TRA reduces our Members’ network rates promptly, which is of considerable value to our 

Members and their retail customers. In the event a Firm Point-To-Point Contract is 

terminated, the originally proposed TRA would adjust the network rates upward, which 

would provide timely support for the Cooperative’s financial stability and equity position. 

Additionally, the TRA aids SWTC, the Commission and Staff in avoiding the time and 

expense associated with processing a full rate case in response to what are likely to be 

relatively small positive or negative changes in point-to-point revenues. 
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Q. 

A. 

Q. 

A. 

Earlier you stated that SWTC and Staff recently discussed some modifications to the 

adjustor mechanisms. Please explain. 

Upon receiving Staffs surrebuttal testimony, we contacted Staff to better understand their 

concerns regarding the TRA. Through those discussions, we arrived at the following 

modifications to the TRA, which we understand are acceptable to Staff. First, the TRA will 

be limited to only adjusting the NTS Revenue Requirements downward in the event that 

SWTC enters into a new Firm Point-To-Point Contract (i. e., NTS Revenue Requirements 

will not adjust up if a contract is cancelled). Second, any adjustment of the NTS Revenue 

Requirements will not only be subject to StafI‘s 30-day review, but will require Commission 

approval as well. Finally, there are some additionai procedural issues that we have 

committed to work through with Staff. Accordingly, we anticipate filing a revised TRA 

Tariff and Plan of Administration acceptable to Staff on or before July 24,2013, in 

accordance with the Procedural Order’s deadline for filing supplements to prekkd ’ 

testimony. 

SUMMARY OF SWTC REJOINDER POSITION 

Mr. Pierson, please summarize SWTC’s rate case requests. 

SWTC asks that the Commission approve the rejoinder revenue requirements and rates as 

shown in my Exhibits GEP-10 and GEP-I 1 and that the rates become effective on 

November 1,201 3 (or at the same time as implementation of AEPCO’s new rates). 

Approval of the modified TRA concept as I’ve discussed is also requested. Lastly, the 

revised depreciation rates stated in Exhibit PS-2 to Mr. Scott’s direct testimony should 

also be approved. 

6 



1 

c 
1 

a 

4 

5 

0 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

Q. 

A. Yes, it does. 

Does this conclude your rejoinder testimony? 
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Exhibit GEP-IO 

Southwest Transmission Cooperative, Inc. 
Comparison of Increase in Gross Revenue Requirement 

Test Year Ended December 31,2011 

Col A Col  B Col. c Col. D Col. E 
Company Staff Company Staff Company 
As Filed Direct Rebuttal Surrebuttal Rejoinder 

Description Position Position Position Position Position 
I Summary of Revenue Increase Proposed: 
2 Proposed Revenue Decrease S (12,757,213L S (12,596,041) S (12,596,0411 
3 Revenues in Test Year - Present Rates S 44,022,391 S 44,022,391 S 44,022,391 S 44,022391 S 44,022,391 
3 Revenue Increase Percentage -28.98% -29.06% -28.26% -28.61 '/o -28.61% 
4 
S 
6 
7 
8 
9 

10 
1 1  
12 
13 
14 
IS 
16 
17 

19 
20 

l a  

Pro Forma Statement of Operations 
with Proposed Rates: 
Operating Revenues 
Operating Expense 

Electric Operating Margins 
Interest & Other Deductions 

Operating Margius 
Non-Operating Margins 

Net Patronage Capital o r  Margins 

Times Interest Earned Ratio: 
Net Patronage Capital or  Margins 
Interest on Long Term Debt 

Total 
Times Interest Earned Ratio 

s 33,677,073 s 33,639,624 s 33,994,393 s 33,1338345 a 33,838,245 
24,147,485 24,747,485 24,430,165 24,392,716 24,747,485 

9346,908 9,246,908 9,246,908 9,090,760 9,090,760 
S,170,450 5,170,450 5,170,450 s,oi2,24a 5,012,248 
4,076,458 4,076,458 4,076,458 4,078512 4,0785 I2 

307,780 307,780 307,780 307,780 307,780 
s 4384338 S 4384338 4,381,238 S 4,386,292 S 4,386,292 

$ 4384338 S 4,384338 S 4,384,238 S 4,386,292 S 4386,292 
5,008,818 5,008,8 1 8 5,008,838 4,850,616 4,850,616 

S 9393,056 S 9,393,056 S 9,393,056 S 9,236,908 S 9,236,908 
1.88 1.88 1.88 1.90 130 

21 Debt Service Coverage Ratio: 
22 Net Patronage Capital or  Margins $ 4,384,238 S 4,384,238 S 4,384.238 0 4,386,292 S 4,386,292 

21 
25 Total 
26 

23 Depreciation & Amortization 4.033584 4,033,584 4.033584 4.033.584 4 . 0 3 3 . ~ ~  
Interest on Long Term Debt 

. .  
5,008i18 S,o08,818 5;008;818 4,850,616 4&;616 

S 13,426,640 S 13,426,640 0 13,426,640 0 13,270,492 5 13370,492 

27 Interest on Long Term Debt S S,W8,818 S 5,008,818 S 5,008,818 S 4,850,616 f 4,850,616 
28 Principal Payments 4,936,841 4,936,841 4,936,841 4,979,379 4,979379 

30 Debt Service Coverage Ratio 1.35 135 135 1 3 5  1.35 
29 DebtService ~ 

31 
32 Return on Fair Value Rate Base: 
33 Electric Operating Margins S 9,246,908 S 9,246,908 S 9,246,908 , S 9,090,760 S 9,090,760 
34 Rate Base S 99,009,871 S 97,658,808 S 97,658808 S 97,658,808 $ 97,658,808 
35 Return on Fair Value Rate Base 9.34% 9.47% 9.47% 9.31% 9.31% 
36 
37 References: 
38 Column (A): Company Original Piled Schedules Column (B): StaNDireet Testimony Schedules 
39 Column (C): Company Rebuttal Testimony Schedules Column (D): Staff Surrebuttal DMK Exbibit I 
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Exhibit GEP-12 

SOUTHWEST TRANSMISSION COOPERATIVE, INC. 

NETWORK TRANSMISSION REVENUE ADJUSTOR (TR4) 

TARIFF RIDER 

TEMPORARY * 

Effective Date: [INSERT] 

APPLICABILITY OF NETWORK TRANSMISSION REVENUE ADJUSTOR ( T M )  

Applicable to all customers that receive service under SWTC’s Network Transmission 
Service Tariff, 

TERMS AND CONDITIONS OF TRANSMISSION REVENUE ADJUSTOR (TRA) 

The TRA adjusts SWTC’s monthly Network Transmission Service Revenue Requirement 
and its monthly Mohave 2 Network Transmission Service Revenue Requirement 
(collectively, the “NTS Revenue Requirements”) in the event of the addition of a long 
term point-to-point transmission service agreement (“Firm Point-To-Point Contract”), 
defined as a firm (Le., includes a monthly capacity charge), non-energy based, point-to- 
point contract that is of a term one year or longer. 

In the event that an additional Firm Point-To-Point Contract is entered into, the 
Company’s monthly NTS Revenue Requirements in effect at the time the contract takes 
effect will be adjusted downward. 

Only those revenues derived from the actual transmission service component of a Firm 
Point-To-Point Contract shall be used in calculating the TRA adjustment. System Control 
and Load Dispatch revenues and any other Ancillary Service revenues associated with the 
Firm Point-To-Point Contract(s) will not be included in the calculation of the TRA 
adjustment. 

I 
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Exhibit GEP-I2 

RATE 

As of the Effective Date of this Rider, the following TRA amounts would be applied as 
credits to the NTS Revenue Requirements as specified in the Network Transmission 
Service Tariff: 

[insert cumulative amount of downward adjustment]. 

*These revised rates will remain in effect until Commission approval of a subsequent 
TRA adjustment in response to an additional Firm Point-To-Point Contract, 

2 
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Exhibit GEP-13 

Southwest Transmission Cooperative, 
Inc. 

Transmission Revenue Adjustor ( T U )  
Plan of Administration 
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Exhibit GEP-13 

Transmission Revenue Adiustor - Plan of Administration 

General Description: 

The purpose of the Southwest Transmission Cooperative, Inc. (“SWTC”) Network 
Transmission Revenue Adjustor (,‘TRAY’) is to track changes in SWTC’s firm point-to- 
point transmission contract revenue and to return increases in those revenues through an 
adjustor mechanism applied to the Network Transmission Service and Mohave 2 
Network Transmission Service Revenue Requirements. 

Kev Definitions: 

1, Annual Network Transmission Service Revenue Requirement - Annual network 
transmission service revenue requirement as authorized by the Arizona 
Corporation Commission in the Company’s most recent rate filing, Decision No. 
[insert]. 

2. Annual Mohave 2 Network Transmission Service Revenue Requirement - Annual 
network transmission service revenue requirement related to service under the 
Mohave 2 contract as authorized by the Arizona Corporation Commission in the 
Company’s most recent rate filing, Decision No. [insert]. 

3.  Monthly Network Transmission Service Revenue Requirement - Annual Network 
Transmission Service Revenue Requirement divided by 12 and as specified in 
S WTC’s Network Transmission Service Tariff, Exhibit A. 

4. Monthly Mohave 2 Network Transmission Service Revenue Requirement - 
Annual Mohave 2 Network Transmission Service Revenue Requirement divided 
by 12 and as specified in SWTC’s Network Transmission Service Tariff, Exhibit 
A. 

5. Long Term Point-to-Point Transmission Service Agreement (Finn Point-to-Point 
Contract) - Firm (Le., includes a monthly capacity charge), non-energy based, 
point-to-point contract that is or was of a term one year or longer. 

6 .  Network Transmission Service Revenue - Revenues collected under the terms 
and conditions of SWTC’s Network Transmission Service Tariff and as recorded 
in Rural Utilities Service (“RUS’) Accounts 447 and 456. 

- 1 -  



Exhibit GEP-13 

1 
2 
3 
4 

7. Firm Point-to-Point Transmission Service Revenue - Revenues collected under 
the terms and conditions of SWTC’s Point-to-Point Transmission Service Tariff 
for Firm Point-To-Point Contract customers and as recorded in RUS Accounts 
447 and 456, but not including Ancillary Service Revenues. 

5 8. Ancillary Service Revenues - Revenues associated with services provided by 
6 SWTC which are necessary to support the transmission of electric power from a 
7 seller to a purchaser given the obligations of control areas and transmitting 
8 utilities within those control areas to maintain reliable operations of the 
9 interconnected transmission system as defined by the Federal Energy Regulatory 

10 Commission (“FERC”). The FERC identifies six different kinds of anciilary 
1 1  services. 

12 Test Year Data: 

13 
14 
15 
16 

Based on the most recent test year data and as ordered by the Commission, initial values 
to be used for the computation of the revised Monthly Network Transmission Service 
Revenue Requirement and revised Monthly Mohave 2 Network Transmission Service 
Revenue Requirement are as follows: 

17 1. Monthly Network Transmission Service Revenue Requirement = [Insert 
18 Value) 

19 
20 {Insert Value] 

2. Monthly Mohave 2 Network Transmission Service Revenue Requirement = 

2 1 Computations: 

22 
23 
24 
25 
25 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

The revised Monthly Network Transmission Service Revenue Requirement and Monthly 
Mohave 2 Network Transmission Service Revenue Requirement shall be calculated as 
follows: 

Revised Monthly Network Transmission Service Revenue Reauirement 

The Revised Monthly Network Transmission Service Revenue Requirement = the 
Monthly Network Transmission Service Revenue Requirement as specified in 
Exhibit A of the Network Transmission Service Tariff minus the monthly 
revenue(s) to be received as the result of service supplied pursuant to the 
Additional Firm Point-to-Point Contract(s) (but not including Ancillary Service 
Revenues) 

- 2 -  



Ex hi bi t GEP-13 

1 
2 
3 
4 
5 
6 
7 
8 
9 

I O  
11 
12 

13 
14 
15 
16 
17 
18 
19 
20 
21 
22 

23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 

Revised Monthly Mohave 2 Network Transmission Service Revenue Requirement 

The Revised Monthly Mohave 2 Network Transmission Service Revenue 
Requirement = the Monthly Mohave 2 Network Transmission Service Revenue 
Requirement as specified in Exhibit A of the Network Transmission Service 
Tariff minus the monthly revenue(s) to be received as the result of service 
supplied pursuant to the Additional Firm Point-to-Point Contract(s) (but not 
including Anciilary Service Revenues) 

ACC Revised Network Transmission Service Tariff FilingRequiremen ts: 

In the event of the addition of a Firm Point-To-Point Contract, S WTC will file a Network 
Transmission Revenue Adjustor Tariff Rider ( “ T U  Rider”) that reflects the amount of 
the adjustment to the revenue requirements shown in Exhibit A to the Network 
Transmission Service Tariff along with the contract documentation and calculatjons 
supporting the TRA Rider. The T U  Rider will be subject to a sixty (60) day Arizona 
Corporation Commission Staff review period and shall become effective upon 
Commission approval. 

Compliance Regorts: 

Six months following the effective date of the first TRA Rider, SWTC will file a report 
containing the following information: 

1 ,  The customers and their associated revenues collected under the terms and 
conditions of SWTC’s Network Transmission Service Tariff, 

2. The customers and their associated revenues collected under the terms and 
conditions of SWTC’s Point-to-Point Transmission Service Tariff for Firm Point- 
To-Point Contract customers. 

SWTC will file these compliance reports every six months thereafter. In order to provide 
SWTC with sufficient time to compile the data, the reports will contain data for the 
twelve month period ended two months prior to the report date. 

36 
37 
38 

In addition, each report will be accompanied by a certification from SWTC’s Chief 
Executive Officer or Chief Financial Officer that all information provided in the filing is 
true and accurate to the best of his or her information and belief. 

39 
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Exhibit GEP-13 

1 Notification: 

2 
3 
4 
5 

Within fifteen (15) days of the Commission’s approval of a TRA Rider, SWTC will 
provide its Network Transmission Service customers a notice of the revised Monthly 
Network Transmission Service Revenue Requirement and revised Monthly Mohave 2 
Network Transmission Service Revenue Requirement. 
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Introduction 

Q. 

A. 

Q. 

A. 

Q. 

A. 

Please state your name, business address, and position. 

My name is Randall Vickroy . I am a senior consultant for The Liberty Consulting Group 

(“Liberty”). My Liberty business address is: The Liberty Consulting Group, 65 Main 

Street, P.O. Box 1237, Quentin, Pennsylvania 17083. 

HAVE YOU PREPARED SUMMARIES OF YOUR BACKGROUND AND 

QUALIFICATIONS? 

Yes, they are provided in Exhibit REV-1. 

MR. VICKROY, PLEASE DESCRIBE YOUR EDUCATIONAL BACKGROUND 

AND PROFESSIONAL EXPERIENCE AS THEY RELATE TO THX SUBJECTS 

OF THIS TESTIMONY. 

I spent 12 years with a major Mountain States electric and gas utility, starting as a 

financial analyst in the corporate finance and planning department, and then became 

financial supervisor, director of analysis, business development manager, and assistant to 

the chief financial officer. My responsibilities included financial planning, capital 

acquisition, capital spending analysis and allocation, treasury operations, securitization 

financing, project financing, mergers and acquisitions, cash management, and investor 

relations. 

I have been consulting since 1991 on corporate finance and business issues in the 

electricity, natural gas, and telecommunications industries. During this time, I have 

provided consulting services to public utility commissions and to companies in over 25 

states and in three foreign countries. I received a Bachelor of Arts from Monmouth 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

College with a major in business administration and a Masters of Business 

Administration degree fiom the University of Denver with an emphasis in finance 

For whom are you appearing in this proceeding? 

I am appearing on behalf of the Staff of the Arizona Corporation Commission (“Staff”). 

What is the purpose of your testimony? 

My testimony provides a review, evaluation, and recommendations regarding cost-of- 

capital issues for the Southwest Transmission Cooperative, Inc. (“SWTC”) rate filing, as 

summarized in the company’s Schedules A-1 and A-2. Cost-of-capital issues include the 

cost of debt, mortgage coverage ratios, such as Times Interest Earned Ratio (“TIER) and 

Debt Service Coverage (“DSC”), equity ratios, and cash flow indicators used by credit 

rating agencies to evaluate risk. I also discuss my evaluation of whether SWTC’s cost- 

of-capital request provides adequate margins and debt coverage to finance its investment 

in its rate base for the test period ended December 3 1,201 1, as adjusted. 

Why has SWTC requested a rate decrease in this filing? 

The primary reason for the SWTC rate filing is to provide for the shifting of the costs of 

reserve sharing obligations with the Southwest Reserve Sharing Group (“SRSG”) fiom 

SWTC to Arizona Electric Power Cooperative, Inc. (“AEPCO’). This change occurs 

through new transmission contracts. SWTC will use the additional revenue from these 

contracts, staffing cost reductions, and lower depreciation rates to reduce its revenue 

requirement and rates. SWTC’s transmission rates are the highest in the region; 

therefore, this reduction will help the SWTC become more price competitive in both its 

network and point-to-point transmission rates. 
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SWTC has also stated in its testimony that the Rural Utilities Service (“RUS”) requires it 

periodically to update its depreciation rates, and that Arizona Corporation Commission 

(“ACC”) rules require a rate case before implementation of any changes. SWTC hired 

Burns and McDonnell to perform a depreciation study presented along with the testimony 

of Mr. Peter Scott. The study recommends a decrease in depreciation rates, which SWTC 

has also factored into its net rate decrease request of $12.8 million. 

Q. 
A. 

Q. 
A. 

How do new transmission contracts affect SWTC’s revenue requirements? 

AEPCO and SWTC have arranged to enter into a 205 MW point-to-point transmission 

contract to provide wheeling necessary to meet AEPCO’s reserve sharing obligations 

with SRSG. This new contract will increase SWTC’s revenue and net margins by about 

$9.5 million annually. AEPCO and SWTC also signed a 110 M W  point-to-point 

transmission service contract on January 1,2012. This agreement provides the wheeling 

paths necessary to accommodate an N-1 event on the SWTC transmission system. The 

110 MW N-1 contract replaces a 48 MW contract previously in place. It represents about 

70 MW in additional N-1 event protection requirements that are required, according to 

SWTC. The second contract would add an additional $925,000 of increased wheeling 

revenue not reflected in 201 1 test period revenues. These two new transmission contracts 

with AEPCO increase SWTC revenue by about $10.4 million per year. They comprise 

the primary driver of the $12.8 million revenue decrease request. 

What other significant adjustments to the test period has SWTC made? 

SWTC has made an adjustment of about $1.65 million, in order to reflect a 201 1 decrease 

in staffing levels and pay rates. Second, the new depreciation study noted earlier 

recommended a change in depreciation rates. That change would reduce annual 

depreciation expense by about $1 -35 million. 
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SWTC also recently lost a 40 M W  point-to-point transmission contract with its partial 

requirements member Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC”), 

which has the contractual right as a partial requirements customer to shop for its own 

transmission above the level allocated to it in the 2001 restructuring. The loss of the 

SSVEC contract increases the SWTC revenue requirement by about $1.35 million per 

year. Including other smaller adjustments, the net SWTC adjustments to the 2011 test 

period are about $1 1.5 million. 

Q. 
A. 

What other reasons has SWTC cited in support of the proposed rate decrease? 

SWTC’s current wholesale transmission rates are high in comparison to other 

transmission providers in the region. Both the network and the point-to-point 

transmission rates lie well above those of Arizona Public Service, Salt River Project, 

Tucson Electric Power, and Western Area Power Administration (“WAPA”). The fact 

that SWTC network rates are high threatens the loss of partial requirements contracts, 

such as the SSVEC 40 MW contract, when customers have the option to shop the market. 

SWTC believes that point-to-point rates will become more competitive with the rate 

decrease, though they will still be higher than other regional rates. 

SWTC has also earned high net margins and coverage ratios in 201 1 and in 2012. These 

ratios well exceed the target levels from the previous rate case, which went into effect in 

201 1. The cooperative would like to reduce its margin levels to be more in line with that 

of the targeted DSC fiom the previous rate case. 
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S WTC Financkl Results 

Q. 

A. 

What fkancial results has SWTC achieved over the past five years? 

The DSC, TIER, and equity as a percent of total capitalization comprise primary financial 

ratios and indicators of SWTC financial health. The cooperative’s RUS mortgage 

agreement debt covenants require a DSC of 1 .O times and a TIER of 1.05 times in two of 

three consecutive years. Exhibit REV-2 provides the company’s DSC, TIER, and equity 

, ratio for each year from 2008 through 2012. The 2012 results rely on preliminary, 

unaudited information. We consider the DSC to be more significant than the TIER. The 

DSC takes into account cash flow items, such as depreciation and principal payments. It 

provides a better indicator of whether an enterprise is generating sufficient cash to meet 

debt and principal requirements. The exhibit shows that SWTC generated DSC ratios of 

only between 1.05 and 1.10 times in each of the calendar years 2008 through 2010, but 

improved greatly in 201 1 and 2012. 

Q. 

A. 

Please summarize SWTC’s actual results for the test period, and as adjusted for the 

new transmission contracts with AEPCO and other adjustments proposed. 

SWTC’s Schedule A-2 reports actual net margins for the test year ended December 31, 

2011 of about $5.7 million. The test year DSC was 1.62 and the TIER was 2.06 times. 

Equity as a percentage of total capitalization increased from 7.15 percent to 1 1.38 percent 

during 2011. SWTC’s financial results were strong in 2011, which is the first year that 

rates from the previous rate case became effective. 

SWTC’s adjustments of $1 0.4 inillion for AEPCO transmission contracts after the test 

period and several smaller adjustments to operating expenses would increase adjusted net 

margin to about $17.1 million, as estimated by SWTC. The DSC would be 2.63 times 
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and the TIER would be 4.42 times. These levels are far above those of the previous rate 

case or SWTC’s requested level of margins consistent With a 1.35 DSC. 

SWTC seeks through its proposed $12.8 million rate decrease to offset increased revenue 

from the AEPCO point-to-point contracts, thereby lowering margins and coverage to 

levels consistent with a 1.35 DSC. 

Q. 
A. 

Whal were SWTC’s actual unaudited financial results in 2012? 

SWTC’s unaudited financial results for 2012 were even higher than levels that were 

experienced in 201 1. Net margins increased to $7.7 million, DSC was 1.90 times, and 

the TIER was 2.57 times. Equity as a percentage of capitalization increased from 11.38 

percent at year-end 201 1 to 18.45 percent according to preliminary, unaudited results at 

December 31,2012. 

SWTC Cost of Debt 

Q. 

A. 

Please summarize SWTC’s calculations of its cost of debt. 

SWTC Schedules D-1 and D-2 report interest for the test year ended December 3 1,201 1 

of $5,320,328 on debt outstanding of $1 16.6 million, at a cost rate of 4.56 percent. Long- 

term debt expense arises primarily from interest on the company’s Federal Financing 

Bank (“FFB”) debt. This debt consists of numerous notes, which account for about $96.9 

million of long-term debt outstanding. SWTC also had long-term debt outstanding at 

December 3 1, 201 1 with Central Bank for Cooperatives of $7.3 million, National Rural 

Utilities Cooperative Finance Corporation (“CFC”) Series 1994A bonds of $6.5 million, 

and additional CFC debt of $5.9 million. SWTC projects that long-term debt would 

decrease slightly in 2012 to $1 16.3 million, and that the debt cost rate would decrease to 

4.29 percent. Annual interest cost would be lowered to $4.99 million. The SWTC filing 
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Q. 
A. 

Q. 

A. 

indicated that it expects to pay off the Central Bank of Cooperatives debt after the test 

period. This debt carried an interest rate of 7.74 percent. SWTC would replace it with 

FFB or CFC debt carrying a lower interest rate. SWTC annualized the effect of this 

refinancing in adjustments to the cost of debt. SWTC actually did refinance this debt in 

February 2012 with 3.58 percent CFC debt. 

Does SWTC include short-term debt in its proposed capital structure? 

No. SWTC did not have short-term debt outstanding at December 31, 201 1 and did not 

project short-term debt at the end of 2012. 

What do you conclude regarding the company’s requested cost of debt as presented 

in Schedules D-1 and D-2? 

Since year-end 2012 information is now available, SWTC should use updated cost of 

long-term and short-term debt information as of December 31,2012, to calculate the cost 

of debt. Based on its projections, the cost of debt should become substantially lower after 

updating the cost of debt information. 

Financial Comvarisons 

Q. What debt coverage and equity ratios typically apply for transmission companies 

that are comparable to SWTC? 

The CFC prepares operating and financial statistics for Generation and Transmission 

(“G&T”) cooperatives on an annual basis in its Key Performance Indicators (“KFT’) 

document. The KPI provides data for several sub-categories of G&T businesses. The 

2012 report for 2007-2011 includes a category of 13 transmission companies. The KPI 

key financial indicators provide insight into the realized financial results and financial 

statistics for G&T transmission providers. The average credit rating from Moody’s for 

A. 



I .  

I 

I 

I 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 1  

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

22 

22 

I 2A 
I 

Direct Testimony of Randall Vickroy 

Page 8 
E-04100A- 12-0353 

the 13 transmission companies is “A”’, which comprises the lowest of the three “A” 

rating categories. The financial results over the past three years for these enterprises can 

prwide a general idea of the actual financial performance of transmission G&Ts that 

have attained this investment grade credit rating. We believe this rating is an appropriate 

goal for SWTC in targeting financial results. 

* The 2012 KPI report shows realized DSC ratios for the transmission companies of 1.45, 

1.41 and 1.45 times in 2009 through 2011. The average for these three years is 1.44 

times. TIER ratios for the transmission group ranged from 2.22 to 2.61 times during 

these three years, averaging 2.42 times. Equity ratios as a percentage of capitalization for 

the transmission company category average 38.5 percent for the three-year period. That 

level is substantially higher than that of the overall G&T group. 

The KPI report also included results for financial metrics used by credit rating agencies to 

measure cash flow adequacy. G&T companies that have an “A” rating or higher 

experienced an average funds from operations to debt (“FFODebt”) ratio of 6.26 percent 

over the same three-year period. The funds from operations to interest (“FFOhterest”) 

for the “A” rating or higher company group was 2.36 times over the three-year period. 

Credit rating agencies use the results of the past three years under these financial metrics 

as their quantitative evaluation of the financial results of G&T companies. The historical 

results of the transmission cooperatives, which carry an average A3 rating, and G&T 

cooperatives with an “A” rating or above gives a general idea of the types of financial 

metrics that are desirable for a strong transmission cooperative. 

‘ 
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Q. 

A. 

Do the credit rating agencies specify financial metric performance for transmission 

cooperatives to qualify for an “A” credit rating? 

They do not do so specifically for transmission-only enterprises. However, the credit 

rating criteria set forth for all G&T companies to evaluate credit risk is relevant. The 

Moody’s Investor Service rating methods are clearly stated in “U.S. Electric Generation 

and Transmission Cooperatives” dated December 2009. This document provides both 

quantitative and qualitative criteria for evaluating risk levels. We believe that these 

criteria are most important in evaluating risk for purposes of determining the cost of 

capital. 

Moody’s evaluative criteria include quantitative financial metrics, which are weighted at 

40 percent of the evaluation, and more qualitative criteria that account for 60 percent of 

the rating. While the Moody’s credit rating criteria are geared more toward the risks and 

business climate of generation or G&T cooperatives, rather than transmission-only 

enterprises, the principles can also be applied and are relevant for transmission providers 

as well. 

I focused on financial metric criteria consistent with attaining an “A” credit rating. 

SWTC’s very small size and the fact that it has not used capital markets previously mean 

that it would take a credit rating of at least this level to gain access to capital markets. 

SWTC needs to attain financial results that are consistent with a solid investment grade 

rating to gain access to capital markets if needed. 



4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

2c 

21 

, 22 

Direct Testimony of Randall Vickroy 

Page 10 
E-04100A-12-0353 

Q* 

A. 

How does SWTC’s financial performance over the past three years compare to 

Moody’s ranges for an crA” credit rating? 

SWTC’s average realized DSC ratio over the three-year period from 2010 through 2012 

was 1.52 times, and its realized TIER averaged 1.83 times. The Moody’s ranges for 

these metrics were realized DSC ratio of between 1.2 and 1.4 times, and the same for the 

TIER ratio. SWTC’s historical performance with regard to these two metrics is well 

above the Moody’s ranges for an “A” rating, and indicates lower levels of risk. SWTC’s 

equity to total capitalization ratios for 2010-2012 averaged 12.3 percent, well below 

Moody’s “A” range of 20 to 35 percent, indicating that SWTC carries more risk by this 

measure. 

SWTC’s historical performance for cash flow metrics also compares favorably to 

Moody’s “A” criteria. SWTC’s funds from operations to interest coverage averaged 

about 2.85 times over the three-year period, as compared to Moody’s range of between 

2.0 and 2.5 times. Funds from operations to long-term debt averaged about 9.1 percent, 

as compared to Moody’s range of between 6 percent and 10 percent. The Moody’s target 

financial metrics to achieve a credit rating are for realized financial metrics, such as the 

KPI information. Moody’s does not use “targeted” financial results, which may not be 

realized for a number of reasons. SWTC’s financial performance under these metrics has 

been high during the last two years and well above target levels from rate proceedings. 

Four out of the five financial metrics are positive for SWTC and indicate lower levels of 

risk fiom quantitative historical results. 
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Q. 

A. 

Q. 

A. 

What is your evaluation of SWTC with regard to qualitative credit rating criteria to 

evaluate business risk? 

Four areas of qualitative evaluation comprise 60 percent of Moody’s business risk 

evaluations. SWTC has higher risk with regard to the first qualitative rating 

considerations, including long-term wholesale power supply contracts and regulatory 

status. SWTC currently has long-term network contracts with its members for the 

“allocated capacity” of its assets from the 2001 restructuring. This factor would 

generally be positive. However, most of the network capacity is sold to three partial 

requirements members. The partial requirements members may shop for transmission 

capacity above their allocated capacity. That ability has recently resulted in SWTC’s 

losing a 40 MW contract with SSVEC. However, SWTC has noted that it does not 

expect any additional contract losses in the future. With regard to point-to-point 

contracts, SWTC no longer has substantial sales with customers other than AEPCO. The 

large, new contracts with the affiliate have less risk. The contracts qualitative factor adds 

some business risk to SWTC above that of investment-grade criteria for this factor. 

SWTC is also rate-regulated by the ACC, which Moody’s considers a negative factor for 

purposes of business risk and credit ratings. The combination of SWTC’s wholesale 

contract status and regulatory status would place the cooperative below investment grade 

levels for these categories, which is a negative ratings factor. 

Please explain the rate flexibilityh-ate shock qualitative factors as they relate to 

SWTC. 

The rate flexibilityhate shock qualitative factors are somewhat conflicting, and indicate 

moderate levels of risk for SWTC. “New construction build exposure” is a lower risk 

area for SWTC. This factor is important because transmission cooperatives largely 
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finance new capital investment with debt, and rely upon rate increases to service the debt. 

SWTC has a relatively small construction program, and does not face major 

requirements, which distinguishes it fiom AEPCO. This is a relatively positive risk 

factor for SWTC. 

SWTC does have rate competitiveness issues. As noted previously, SWTC’s 

Q* 
A. 

transmission rates are well above those of other regional companies, which adversely 

affect the prospect for new business outside of AEPCO. However, almost all of SWTC’s 

existing contracts are either of the “must take” variety or new contracts with AEPCO. 

Rate competiveness, while a negative factor, is therefore not an overwhelming one. 

The potential for additional rate shock exposure for SWTC is low, given the small 

construction program. SWTC transmission rates are already high, and this rate decrease 

filing should help this situation. 

What is your evaluation of the other qualitative business risk factors? 

The risks of SWTC’s contractual counterparties also should be considered, because the 

cooperative is closely tied to its customers through strong, long-term contracts. With 

regard to members, profile risk factors include system residential sales as a percentage of 

the total, which for SWTC’s members is below the averages for G&Ts nationally, 

according to RUS Key Performance Indicator comparisons. This factor alone would 

seem to be negative for SWTC; however, the percentage of risky industrial revenue as 

compared to total electric revenue is relatively small. Overall, this business risk factor is 

neutral for SWTC. The equity capitalization of members is another risk measure. This 

factor is also measured by the RUS performance indicators and is below the averages for 

G&Ts nationally, indicating a relatively negative factor. 
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Finally, the size rating is a negative factor for SWTC, both with regard to sales volumes 

and net property plant and equipment. SWTC is small compared to other cooperative 

transmission companies by these measures and this represents a negative business risk 

factor for the cooperative. 

Q. 

A. 

What is your overall evaluation of the non-financial business risk and rating 

factors? 

The non-financial rating factors discussed indicate that S WTC carries moderate-to-higher 

levels of risk due to several of the non-financial metric factors, which Moody's considers 

to carry a majority of the weighting (60 percent) in evaluating the overall risk of G&T 

companies. 

Rate Sufficiencv 

Q. What are SWTC's expected financial results for adjusted test period after the 

proposed decrease? 

SWTC based its requested decrease upon producing the revenue necessary to achieve a 

DSC ratio of 1.35 times in the test year. The requested decrease would also result in a 

TIER ratio of about 1.88 times. The cooperative has calculated that these coverage ratios 

would provide net margins of about $4.4 million per year, and would produce operating 

cash flow of about $9.8 million with proposed rates. SWTC has estimated that the 

decreased rates would increase equity as a percentage of capitalization to 13.9 percent 

(from about 11 percent). 

A. 
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Q. 

A. 

Q* 
A. 

Are the adjusted test period net margin, coverages and cash flow produced by rates 

based on the company’s proposed DSC and TIER ratios sufficient for SWTC? 

Recoming  the need to provide sufficient margins, coverage and cash generation as 

measured by the adjusted test period, I would consider SWTC’s proposed DSC of 1.35 to 

be within a range of acceptable DSC levels. I would consider the top end of that range to 

be at 1.45 times, considering the business environment and risk profile of SWTC. I 

recommend that the DSC used to set SWTC rates should fall within a range f’rom 1.30 to 

1.45 times, and I find SWTC’s proposal 1.35 times acceptable for setting rates. 

Does this conclude your direct testimony? 

Yes, it does. 
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Randall E. Vickroy 

Areas of Specialization 

Mr. Vickroy has over 30 years of experience in the utility industry, including 20 years as a 
management consultant. He has managed and performed numerous high-level consulting 
assignments at companies and utility commissions in over 35 states. His areas of expertise 
include corporate finance and treasury, investment and liability management; capital markets and 
financing vehicles; utility industry restructuring; utility rates and pricing; holding company lines 
of business and utility insulation; strategy and planning issues; asset valuations and decision- 
making; energy supply procurement; energy supply economics; commodity risk management; 
capital and expense budgeting and forecasting; corporate resource allocation; and financial and 
economic analysis. 

Relevant Experience 

Management and Operations Audits 

Lead Consultant on financial management, strategic planning, capital and expense budgeting, 
electrical energy and capacity purchases and hedging on Liberty’s management and operations 
audit of the electricity and natural gas businesses of Interstate Power and Light and Alliant 
Energy for the Iowa Utilities Board. 

Lead Consultant on financial management, planning, capital and expense budgeting, electrical 
energy and capacity purchases and hedging on Liberty’s management and operations audit of the 
electricity and natural gas businesses of Iberdrola SNIberdrola U S M S E G  and RG&E for the 
New York Public Service Commission. 

Lead Consultant on electrical energy and capacity purchases and sales, hedging policies and 
operations, and capital budgeting on Liberty’s management and operations audit of the 
electricity, natural gas, and steam operations of Consolidated Edison for the New York Public 
Service Commission. 

Lead Consultant for Liberty’s audit of East Kentucky Power Cooperative, which included 
examinations of governance, planning, finance and budgeting. Liberty performed for the 
Kentucky Public Service Commission an examination of governance at the generation and 
transmission cooperative serving 16 distribution cooperatives across the state. This study came in 
the wake of significant financial difficulties and also assessed planning, budgeting, financial, and 
risk functions and activities. 
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Lead Consultant in Liberty’s comprehensive analysis of the ratemaking implications of 
Commonwealth Edison’s Chicago electric service outages for the Illinois Commerce 
Commission. Responsible for investigating and analyzing CornEd’s capital budgeting, resource 
allocation, project management, expenditure levels and rate base impacts over 10 years for 
operations leading up to and in response to the outages. 

Lead Consultant on capital expenditure and operating expense benchmarking, capital and 
expense budgeting, and financial projections included in the restructuring plan for Northwestern 
Energy - Montana. Liberty pedormed a management and operations review of the electric and 
natural gas businesses of Northwestern - Montana following the bankruptcy filing of the utility 
holding company. 

Team leader for the review of the New York Power Authority’s (NYPA) ProfitabiIity, financial 
reporting, rate competitiveness, pricing policies, power plant economics and economic 
development programs in two separate management audits for the state of New York. NYPA is 
the largest generator and carrier of power in New York, providing over 25 percent of the 
electricity sold. 

Led the review of finance, cash management, budgeting, and rates in a comprehensive 
management audit of Southern Connecticut Gas (SCG) for the Connecticut Department of Public 
Utility Control (DPUC). Responsibilities included operational audits of all finance, regulatory, 
pension and budgeting processes of SCG. 

Led the review of the finance, cash management, budgets, pension, accounting and rate functions 
in a comprehensive management audit of Connecticut Natural Gas (CNG) for the Connecticut 
DPUC. Work also included a focus on the financial impacts of CNG’s non-regulated businesses, 
which includes a large steam system in downtown Hartford. 

Led the review of the finance, cash management, budgeting, pension, rates, and tax functions in a 
comprehensive management audit of Yankee Gas for the Connecticut DPUC. Evaluation 
included an in-depth analysis of the effectiveness of Yankee’s capital and expense budgeting 
processes and the integration of market and competitive components into these processes. 

Led the review of the finance, pension, regulatory and accounting functions in a management 
audit of United Cities Gas for the Tennessee Regulatory Authority. Responsibilities included a 
review of all financial functional areas, as well as a review of the impact of all affiliate 
transactions between the regulated and non-regulated businesses. 

Consultant on Liberty’s management audit of GTE South - Kentucky for the Kentucky Public 
Service Commission. Responsible for the analysis of the financial management of GTE as it 
relates to the operation of its GTE South subsidiary. 
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Lead Consultant in Liberty’s management audit of Bell Atlantic - Pennsylvania and Bell Atlantic 
- District of Columbia for their respective commissions. Responsible for reviewing Bell 
Atlantic’s capital structure, finance and controller functions, financial systems, and treasury 
operations. 

Energy Supply and Fuel 

Lead Consultant in examining purchased power, off-system sales and generation modeling in 
Liberty’s project evaluating the he1 and power procurement and fuel recovery mechanisms of 
Arizona Public Service for the Arizona Corporation Commission. Responsibilities also included 
the preparation and submittal of testimony for the regulatory dockets on these issues. 

Lead Consultant for Liberty’s audit of Arizona Electric Power Cooperative for the Arizona 
Corporation Commission. Responsibilities included reviews of fuel procurement and 
management, bulk electricity purchases and sales, power plant management, operations and 
maintenance, energy clause design and operation, and other issues affecting the prudence, 
reasonableness, and accuracy of costs that pass through the fuel and energy clause. 

Lead Consultant for an audit of Southwestern Public Service for the New Mexico Public 
Regulation Commission that included a management review of the prudence of SPS’ transactions 
under the fuel clause and a review of purchased power and energy supply economics. 

Lead Consultant for evaluating the fuel forecasting models and methods utilized by Nova Scotia 
Power Company in the development of a fuel adjustment clause mechanism for the company, 
working for the Nova Scotia Utility and Review Board (UARB). Assessed NSPI’s simulated 
production dispatch model and several ancillary models that include the impact on fuel expense 
of hedging and ancillary fuel costs. 

Lead Consultant for evaluating the electric supply of Mississippi Power for the Mississippi 
Public Service Commission. Responsible for assessing the Southern Company intercompany 
interchange agreement, related system operations, power pool purchases and sales and 
pricingbilling. 

Lead Consultant for evaluating the electric supply of Entergy-Mississippi for the Mississippi 
PSC. Responsible for assessing the Entergy interchange agreements, power pool purchases, 
electric supply solicitation processes and analysis and pricinghilling. 

Lead Consultant for an audit of the gas cost adjustment clauses of Questar for the Public Service 
Commission of Utah. Responsible for assessing all gas purchase contracts, purchases from 
affiliate production companies and the financial and credit effects of the gas purchase contracts. 

Lead Consultant for evaluating the economic dispatch operations, electric purchases and sales, 
Independent Power Producer contracts and power imports of Nova Scotia Power Company in a 
rate case context, working for the Nova Scotia UARl3. 
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Lead Consultant f& an audit of the gas cost adjustment clause of Centerpoint Energy for the 
Minnesota Public Utilities Commission. Responsible for assessing all gas purchase contracts, 
unbilled revenue impacts and a financial restatement of gas costs by the company. 

Prepared, filed and provided testimony regarding a large biomass purchased power agreement of 
Nova Scotia Power Company? working for the Nova Scotia UARB. Testimony included the 
evaluation of financial risks, credit rating impact? and contract terms as they would affect NSPI. 

Provided in-depth analysis and direct counsel to Commissioners regarding proposals of merchant 
power companies to build 550 MW power plants and sell all electric output to Mid-American 
Energy, working for the Iowa Utilities Board. Evaluations included the assessment of financial 
risks, credit rating impact, economics versus company ownership and contract terms as they 
would affect Mid-American. 

Led the consulting and monitoring of contracting for electric supply by Western Massachusetts 
Power following the sale of its generation assets under electric deregulation. 

Project Leader for the evaluation of electric supply alternatives for Orlando Utilities. 
Responsible for evaluating electric generation economics, electric purchases and sales, 
independent power producer contracts, regional market opportunities and transmission paths 
available. 

Mergers and Acquisitions 

Lead Consultant for Liberty’s audit for the Virginia State Corporation Staff of Potomac Edison’s 
distribution system transfer to two cooperative systems. Liberty examined the public interest, 
financial, rates and energy supply questions associated with the transfer by Allegheny Energy’s 
utility operating subsidiary (Potomac Electric) of all of its electricity distribution operations 
business and facilities in Virginia to two rural electric cooperatives. 

Served as Liberty’s lead consultant in evaluations and testimony regarding the acquisitions of 
TXU (Texas), UniSource (Arizona) and Portland General Electric (Oregon) by leveraged buyout 
entities. Responsible for assessments of utility financial insulation and ring fencing, holding 
company leverage levels and credit rating impacts, governance, service reliability, access to 
information, and community presence issues. 

Lead Consultant for the New Hampshire Public Utilities Commission in the evaluation and 
negotiation of approval terms for the spin-off and merger of Verizon’s New England wireline 
businesses with FairPoint Communications. Responsible for the review and evaluation of the 
merger transaction, the financial viability of the merged entity, financial forecasts, credit ratings, 
access to capital, debt covenant approval and tax implications. 
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Lead Consultant for financial issues in a focused review of the ExelonPSEG merger for the New 
Jersey Board of Public Utilities (BPU). Responsible for defining and evaluating the financing, 
credit rating, liquidity facility, and market risk exposures of PSE&G’s utility operations to risks 
of Exelon’s nuclear generating business. 

Rates and Regulatory 

Lead Consultant for financial issues in Liberty’s benchmarking study of Arizona Public Service 
Company for the Arizona Corporation Commission. Responsible for designing and 
implementing the financial evaluation and industry benchmarking of APS’ financial 
performance, cash flow metrics, financial risk measures and credit ratings. 

Prepared and filed Liberty’s direct testimony addressing rate of return, cost of capital and target 
debt coverage rates in the 2010 rate cases of Arizona Electric Power Company and Southwest 
Transmission Company for the Arizona Corporation Commission. 

Project Manager for the development and implementation of regulatory financial systems and 
models for deregulated ratemaking at Pacific Gas and Electric Company. The project involved 
developing regulatory strategy, California Public Utilities Commission earnings monitoring 
models, data bases, analytical models and reporting for all regulatory requirements of PG&E’s 
regulated businesses. 

Project Leader for Liberty’s evaluation of cost of capital issues for a Yankee Gas rate case for 
the Connecticut DPUC. Scope of work included the analysis of the cost of equity and debt, 
capital structure, and short-term debt positions of all parties and participation in hearings and 
drafting of the Staff recommendations regarding Yankee’s cost of capital. 

Prepared and filed Liberty’s direct testimony specifically addressing pension expense and 
prepaid pension assets in rate base in the 201 1 gas rate case of Nova Scotia Power Company for 
the Nova Scotia UARB. 

Prepared and filed direct testimony specifically addressing pension expense and prepaid pension 
assets in rate base in the 201 1 gas rate case of Xcel Energy - Colorado for the Staff of the Public 
Utilities Commission of the State of Colorado. 

Led Liberty’s development of a framework and strategy to resolve all electric industry 
restructuring issues between the State of New Hampshire, Public Service Company of New 
Hampshire, and the New Hampshire Public Utilities commission. Project included assessment 
and valuation of all key assets and development of a disposition strategy for all generation assets, 
contracts and obligations. The project also included the assessment of alternative rate paths; 
planning for the securitization and recovery of stranded costs; and the development of provisions 
for power supply purchases during a transition period. 

Lead Consultant in Liberty’s financial audit for ratemaking purposes of Verizon New Hampshire 
(VNH) for the New Hampshire Public Utilities Commission. Responsible for a broad and 
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records of the Verizon parent, in order to assist the commission in determining rate base, rates of 
return and appropriate adjustments for the test year 
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Lead Consultant in Liberty’s review of the financial integrity and earnings of Verizon New 
Jersey’s (VNJ) rate regulated and competitive businesses for the New Jersey BPU. Responsible 
for the financial evaluation of VNJ’s earnings, capital structure, rates of return, dividend policies, 
credit ratings, financial reporting, SEC reporting, and BPU surveillance reports. 

Team Leader in providing consulting assistance to Kentucky Utilities (KU) in preparing its 
initial application for implementing an environmental surcharge. Responsibilities included 
analyzing legislation, analysis of capital expenditures, analysis of KU’s Clean Air Act 
compliance plan, analysis of costs recoverable under the surcharge, and developing testimony, 
exhibits, special accounting systems, and rate tariffs. 

Project Leader for providing consulting assistance to Big Rivers Electric in preparing its initial 
application for implementing an environmental surcharge. Responsibilities included a review and 
evaluation of the economics of a major investment in a flue gas scrubber, analysis of Big Rivers’ 
Clean Air Act compliance plan, evaluating cost recoverable under the surcharge, and developing 
surcharge testimony, exhibits, accounting systems and rate tariffs. 

Utility Financial Insulation/Ring Fencing 

Lead Consultant for Liberty’s two separate, comprehensive affiliate relationships and 
transactions reviews of Duke Energy Carolinas for the North Carolina Utilities Commission 
staff, and one review for the Indiana Utility Regulatory Commission. Responsibilities included 
the review of the Duke EnergyICinergy merger costs to achieve and merger savings, and the 
separation of holding company and utility financing, cash management and pension plans. 

Lead Consultant for the performance of Liberty’s audit and testimony for the Delaware Public 
Service Commission of the affiliate financial costs and risks borne by Delmarva Power, a 
member of the multi-state holding company, PHI. 

Lead Consultant for Liberty’s comprehensive review of affiliate relationships, holding company 
cost allocation, transaction review, and regulatory reporting and rate recovery for a major 
Northeastern utility holding company. Responsibilities included the review of the holding 
company organization and management, transactions with its utilities, cost assignment, and 
capital recovery techniques. 

Project Lead for Liberty’s review of affiliate relationships, treasury operations and lines of 
credit, holding company cost allocation, transaction review, and regulatory reporting and rate 
recovery of DelmarvalPHI Holdings for the Delaware PSC. Responsibilities included the review 
of the holding company organization and management, all financing and intercompany transfers, 
the review of transactions with its utilities, cost allocations, and regulatory reporting. 
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Leader for all financial areas in the review of affiliate transactions among Public Service Electric 
and Gas, its holding company parent, and the extensive diversified businesses of the holding 
company. Responsible for evaluating PSE&G’s consolidated finance functions to determine 
whether the financial integrity, flexibility, and cost of capital of the regulated utility had been 
adversely affected by the activities of diversified affiliates. Work included the review and 
analysis of the long-term financing, cash management, direct and indirect credit support 
mechanisms, investor relations, and all transactions between and among the affiliates. 

Lead for examining all financial issues in a pre-rate case audit of affiliate relations at Nova 
Scotia Power Company for the Nova Scotia UAFU3. Responsibilities included the evaluation of 
financing vehicles, lines of credit, credit ratings, holding company structure, and financial 
impacts of the holding company on financing costs. 

E-041 OOA-12-0353 

Led the review of financial impacts and the effectiveness of insulation of the utility from parent 
and non-utility finances on Liberty’s management and affiliate transactions audit of 
Elizabethtown Gas (ETG), its new parent AGL Holdings and all affiliates for the New Jersey 
Board of Public Utilities. This project included detailed examinations of affiliate relationships, 
governance, holding company and financing and credit facilities and utility ring-fencing. Also 
reviewed were strategic planning, capital and expense budgeting and enterprise risk 
management. 

Lead Consultant for examination of financing and utility insulation on Liberty’s focused audit of 
NU1 Corporation and NUI Utilities. This audit included a detailed examination of the reasons for 
poor financial performance of non-utility operations, effect of affiliate operations, including 
commodity trading on utility credit and finance, downgrades of utility credit beneath investment 
grade, and retail and wholesale gas supply and trading operations. The audit included detailed 
examinations of financial results, sources and uses of funds, accounting systems and controls, 
credit intertwining, cash commingling, and affiliate transactions, among others. Liberty’s 
examination included very detailed, transaction-level analyses of commodities trading 
undertaken by a utility affiliate both for its own account and for that of utility operations. 

Led the review of financial impacts and the effectiveness of insulation of the utility from parent 
and non-utility on Liberty’s focused and general management audit of NJR, New Jersey Natural 
Gas and affiliates for the New Jersey Board of Public Utilities. This project included detailed 
examinations of affiliate relationships, governance, financing and utility ring-fencing, 
compliance with New Jersey EDECA requirements for affiliate separation, protection of 
confidential information, non-discnmination against third-party competitors with utility 
affiliates, and other code-of-conduct issues. 

Led the review of financial impacts and effectiveness of insulation of the utility from parent and 
non-utility operations and finances on Liberty’s focused and general management audits of SJI, 
South Jersey Gas, and affiliates for the New Jersey Board of Public Utilities. This project 
included detailed examinations of affiliate relationships, governance, financing and utility ring- 
fencing, compliance with New Jersey EDECA requirements for affiliate separation, protection of 
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confidential information, non-discrimination against third-party competitors with utility 
affiliates, and other code-of-conduct issues. 

Led the evaluation of the financial relationships between Hawaiian Electric Industries and 
Hawaiian Electric Company for the Hawaii Department of Commerce and Consumer Affairs. 
The focus of the review was the credit and financial support provided by the utility company to 
the holding company and its diversified businesses. 

Led the review and analysis of corporate governance, financial relationships and affiliate 
transactions between Virginia Power and its parent, Dominion Resources for the Virginia State 
Corporation Commission. The review included an evaluation of all utility and non-utility 
financing, governance and economic impacts. The engagement was in response to a well- 
publicized dispute between the holding company and Virginia Power. 

Other 

Led the review and evaluation of the financial management practices of a major utility holding 
company. Engagement included an assessment of overall financial management and crisis- 
liquidity plans; strategic and business planning; asset valuations and their accounting impacts 
upon deregulation; independent power contract buy-downs; and rate reduction strategies. 

Led the evaluation and recommendation of strategic lines of business for a major municipal 
utility facing industry deregulation. 

Led the development of a strategic framework for the establishment and growth of non-regulated 
businesses for a major international electric holding company. 

Led the development, analysis, and recommendation of alternative electric generation and power 
resource strategies for a regional generation and transmission company in preparation for electric 
deregulation. 

Led the review and evaluation of all utility and non-utility financing, financial relationships, and 
affiliate transactions between a major utility holding company and its electric company 
subsidiary. 

Leader for all financial areas in the evaluation of the diversified businesses of a major utility 
holding company. Engagement determined the impact on financial integrity, financial flexibility, 
credit mechanisms, and the cost of capital of the substantially diversified businesses of the 
holding company. 

Led the development of an overall gas business strategy, capital asset allocation methods, 
financial analysis programs and gas main extension policy for a Midwestern combination utility. 
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Education 

h4.B A,, Finance, University of Denver 
B A., Business Administration, Monmouth 
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I. 

Q. 
A. 

Q* 
A. 

Q. 
A. 

INTRODUCTION 

Please state your name and business address. 

My name is Dennis M. Kalbarczyk. My business address is 910 Piketown Road, Harrisburg, 

Pennsylvania 171 12. 

By whom are you employed and in what capacity? 

I am the principal of Utility Rate Resources, and maintain a professional relationship with the 

Liberty Consulting Group, Inc., (“Liberty”). Liberty has been engaged by the Arizona 

Corporation Commission (“ACC” or “Commission’’) to assist the Utilities Division (“Staff”) 

in the review of the Southwest Transmission Cooperative Inc.’s (“SWTC” or “Cooperative”) 

application for a general rate decrease in the proceeding at Docket No. E-04100A-12-0353. 

Briefly summarize your education background and professional qualifications. 

I graduated in 1971 with a Bachelor of Science Degree in Accounting from Husson College 

(now Husson University), in Bangor, Maine. In 1969, I received an Associate in Art Degree 

in Accounting from Strayer College (now Strayer University), in Washington D.C. I am the 

principal of Utility Rate Resources, which was formed in October 1990. I have prepared over 

fifty rate case filings which included almost all key aspects of the ratemaking process such 

as: revenue requirement elements (revenues, operation ’ & maintenance expenses, 

administrative and general expenses, taxes, depreciation and amortization expenses, and rate 

base valuation); rate of return; cost of service; rate design; and, other specialty tariff rate 

design matters. 

* 

I was employed by Drazen-Brubaker & Associates, Inc. from March 1988 to September 

1990. I presented testimony and prepared financial statements necessary for applications for 

Certificates of Public Convenience before the Pennsylvania Public Utility Commission 
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(“PaPUC”). Additionally, I was responsible for the preparation and filing of rate cases, and 

testified on behalf of utilities under PaPUC regulation. Prior to Much 1988,l was employed 

by Metropolitan Edison Company, a subsidiary of First Energy, formerly GPU Energy and 

General Public Utilities. I spent three years in the utility’s Rate Revenue Requirement 

Department as a Senior Financial Analyst. My responsibilities included the preparation, 

review, and analysis of financial reports, budgets, and management responsibility for rate and 

regulatory matters before the PaPUC. 

From 1975 through 1985, I was employed by the PaPUC, serving primarily in the 

performance of financial and operations audits and in rate proceedings. I testified on revenue 

requirements matters in nearly all the major electric rate cases during my time at the PaPUC, 

and performed audits on electric, gas, and water companies for compliance with Commission 

regulations in the areas of energy cost, coal and gas contracts, and affiliated service contracts. 

I testified in Energy Cost Rate, Gas Cost Rate, and Coal Compliance proceedings. I actively 

participated in developing the Commission’s first set of regulations on Fuel Procurement 

Policy and Procedures, Tariffs and Procedures on Energy Cost Rates for electric companies 

and Gas Cost Rates for gas companies, and designed computerized procedures for electric 

utilities to report fossil fuel purchases to the PaPUC. From 1972 to 1975, I held progressive 

degrees of responsibilities with Certified Public Accounting firms performing accounting, 

auditing and tax preparation duties. 

I have specialized in the area of utility rate and economic consulting related to the financial 

aspects of public utility rates and regulation. My work has encompassed rate case filings, 

certificates of public convenience, expert testimony, and finamial applications for funding by 

the Pennsylvania Infrastructure Investment Authority. I have participated in regulatory and 

legal proceedings concerning investor-owned and municipal utilities, and testified before 
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governmental agencies and courts, and have represented utilities as well as consumers of 

utility services. From 2002 to date, I have been providing senior level consulting services to 

Liberty, participating in an audit of electricity distribution service costs for inclusion in 

revenue requirement before the Illinois Commerce Commission, and serving as a team 

member on focused audits (for the New Jersey Board of Public Utilities) addressing 

financing, accounting, and affiliate charges of National Utilities Inc. (Elizabethtown Gas), 

South Jersey Gas, and New Jersey Natural Gas. I participated in Liberty examinations of fuel 

adjustment mechanism costs and issues for staffs of the Arizona Corporation Commission 

and the Nova Scotia Utility and Review Board (‘NSUARB”’). I also participated in Liberty’s 

engagements to assist Staff in the review of SWTC’s and the Arizona Electric Power 

Cooperative, Inc. (“AEPCO) applications for a general rate increase in the proceedings at 

Docket Nos. E-04100A-09-0496 and E-O1773A-09-0472 pertaining to cost of service and 

rate design matters, respectively and testified to same. Finally, I actively participated with 

Liberty in Nova Scotia Power Incorporated’s last two general rate increase filings pertaining 

to revenue requirement matters, and testified to same. 

I have testified in more than 70 rate and regulatory matters on behalf of state regulatory 

commissions, utilities, municipal authorities, and various consumer groups. 

11. 

Q. 
A. 

BACKGROUND 

What is the purpose of your testimony? 

I am addressing, on behalf of the Staff, SWTC’s revenue requirement request and the fully 

allocated cost of service study and proposed rate design as submitted by SWTC witnesses 

Peter Scott and Gary E. Pierson. With regard to various elements within SWTC’s revenue 

requirement request I will also be relying upon the review and recommendations of other 

Liberty team members involved in the instant proceeding. I provide the following brief 
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Q. 
A. 

summary of the area of responsibilities of the Liberty team members. Mr. Vickroy will 

address the overall rate of return component related to the net income component level to be 

factored into the determination of revenue requirement. Mr. Mazzini performed an 

engineering review of the SWTC transmission system facilities; thus, reliance upon his 

findings and recommendations are relevant in-part to plant and depreciation matters, as well 

as related operation and maintenance criteria related to same. Findings and 

recommendations proposed by these team members, if any, will be incorporated into 

Liberty’s overall revenue requirement recommendation in the instant proceeding. 

Briefly state your understanding of the nature of this proceeding? 

On August 3, 2013, SWTC filed a general rate application with the Commission, 

requesting an overall revenue decrease of approximately $12.76 million to its pro forma 

adjusted December 31, 201 1, test year present rate revenues to become effective on 

November 1, 2013. The filing would produce a 29 percent decrease to proposed rate 

revenues, if accepted as filed.’ Table 1 below reflects the major revenue requirement 

elements within SWTC’s filing (operation and maintenance expenses, depreciation and 

amortization expenses, taxes, and net income). For ratemaking purposes the overall rate 

of return is expressed as percentage of net income over rate base values (net plant-in- 

service values and other investment values such as fuel and material and supplies stock). 

The table shows reclassified per-book revenues and expenses of $38.5 and $27.6 million, 

respectively, which produce $10.9 million of net income, or an 11.1 1 percent overall rate 

of return when divided by $97.9 million of rate base values. On a pro forma adjusted 

’ Sch. A-I, L7 and 10. 



1 

Oper. & Maint. 
Depr. & Amort. 
Taxes 
Total Expenses 

2 

$20,127,621 ($1,843,269) ~ $18,374,352 $18,374,352 
5,384,647 (1,351,063) 4,033,584 4,03 3,5 84 
2,022,23 0 2,022,230 2,022,230 

$27,534,498 ($3,194,332) $24,430,166 $24,430,166 

3 

Oper. Net Inc. 

4 

$10,970,661 $1 1,123,459 $22,004,120 ($12,757,213) $9,246,907 

5 

Plant-In-Service 
Accum. Depr. 
Accum. Amort. 
Net Plant 

6 

I 

$176,523,839 ($4,413) $176,5 19,426 $176,519,426 
(79,477,13 1) 1,357,291 (78,119,840) (78,119,840) 
’ (2,274,792) (2,274,792) (2,274,792J- 
$94,771,916 $1,352,878 $96,124,794 $96,124,794 
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Fuel Stock 
Mat. & Suppl. 
Rate Base 

basis revenues less expenses of $46.4 and $24.4 million produce $22 million of net 

3,148,792 (263,715) 2,885,077 2,885,077 
$97,920,708 $1,089,163 $99,009,871 $99,009,87 1 

income, or a 22.22 percent overall rate of return when divided by $99 million ofpro forma 

rate base values. Thus, a $12.8 million reduction to revenues and net income produces a 

9.34 percent rate of return - $9.2 million adjusted net income divided by same $99 million 

rate base value. 

RateofRetmn I 11.11% I 22.22% I I 9.34% 

The table provides an overview under a traditional ratemaking approach based upon an 

overall rate of return calculation. As a cooperative, SWTC’s revenue requirements are 

driven by margins necessary to maintain an adequate Debt Service Coverage (“DSC”) and 

Total Interest Earned Ratio (‘‘TIER). The next table shows SWTC’s per-books and pro 

forma present and proposed DSC and TIER ratios. SWTC’s as-filed proposed DSC ratio 
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of 1 . 3 5 ~  would reflect a $3.5 million ($13.4 - $9.9) margin above long-term debt service 

requirements. 

Margin + Int LT 
Debt / Int LT 

SWTC’s last rate was filed on October 16, 2009, at Docket No. E-04100A-09-0496. 

Commission Decision No. 72030 authorized new rates to go into effect on January 1, 

201 1. SWTC has requested that the effective date of the change in rates coincide with the 

timing that AEPCO’s pending rate change request before the Commission goes into effect. 

Q- 
A. 

Briefly summarize SWTC’s members and corporate governess. 

SWTC is a non-profit electric transmission cooperative subject to certain Federal Energy 

Regulatory Commission (“FERC”) jurisdictional requirements. SWTC must comply with 

FERC Order 888 and maintain an Open Access Transmission Tariff (“OATT”). Order 888 

requires transmission providers to offer firm or non-firm Point-to-Point and f m  Network 

service transmission on a non-discriminatory open basis. Consistent with the FERC’s OATT 

requirements, SWTC seeks approval of proposed monthly, Network Services Rates, Point-to- 
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Point Service Rates and System Control and Load Dispatch Rates, and six ancillary service 

rates. 

transmission services fiom transmission providers like SWTC. 

Additionally, Section 211 of the Federal Power Act allows customers to seek 

The Commission has jurisdiction over the rates and charges assessed by SWTC to its six 

Class A members, which include Anza Electric Cooperative in south-central California and 

Duncan Valley Electric Cooperative, Inc. and Graham County Electric Cooperative, Inc., in 

Arizona. SWTC also provides service to Mohave Electric Cooperative, Inc., (“MEC”), 

Sulphur Springs Valley Electric Cooperative, Inc. (“SSVEC’), and Tnco Electric 

Cooperative, Inc. (“TRICO’) all of which are regulated by the Commission. These same six 

members are also members of AEPCO. SWTC’s Class B Members are AEPCO and Sierra 

Southwest, a cooperative formed as part of AEPCO’s restructuring. SWTC also provides 

OATT wholesale transmission service to the City of Safford and Town of Thatcher. It also 

has pre-OATT transmission agreements with the Avra Valley Irrigation and Drainage 

District and the Silverbell Irrigation and Drainage District. SWTC also enters into Network 

transmission and firm and non-firm Point-to-Point transmission service agreements pursuant 

to the terms of Commission-approved tariffs and Open Access Transmission Tariff 

provisions. 

Q. 
A. 

Please explain your understanding of SWTC’s requested change in rates. 

The overall proposal reflects a decrease in revenue requirements; however, rates for 

service provided will either increase or ’ decrease based upon cost of service principles. 

Table 1 above shows that SWTC has proposed pro forma reductions in all major 

component areas of its revenue requirement (operating revenues and operation and 

maintenance expenses, and deprecation expenses, except for a slight uptick in rate base 

value). 
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$ 0.5325 $0.2602 $ (0.2723) -51% 

$ 36.68 $32.63 $ (4.05) -11% 
$ 100.00 $100.00 $ -  0% 

SWTC owns approximately 620 miles of transmission lines and 24 substations. Some of 

the transmission facilities are jointly owned with Salt River Project and Tucson Electric 

Power. S WTC also has contracts to receive transmission services from Arizona Public 

Service Company, Western Area Power Administration and Southern California Edison. 

Thus, the economic decisions members make in securing transmission service 

requirements along with other changes in costs are reflected in the total cost of service or 

revenue requirement, in the cost of service allocation study, and ultimately in rate design. 

Thus, while rates will decrease in general, the level of change will vary among the various 

rates for service provided. 

Table 3 provides a comparison of present to proposed rates. 
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$0.7060 $0.7232 $0.0172 2% 

$0.4981 $0.5009 $0.0028 1% 

$ 133,210 $ 133,210 $ -  0% 

LII. 

Q. 

A. 

REVENUE REQUIREMENT 

What general concepts did Liberty apply when reviewing SWTC’s revenue 

requirement request? 

SWTC based its revenue requirement on an historic test year ended December 31, 2011. 

SWTC made adjustments on a pro forma basis to reflect known and measurable changes to 

operations on a normalized going forward basis. The ratemaking approach in Arizona, which 

is similar to that of other state utility regulatory authorities, seeks to match investments and 

expenses required to provide regulated service, in order to identify the corresponding 

revenues required to provide a margin appropriate for assuring an opportunity to provide a 

reasonable opportunity for return on investment similar to like businesses facing similar 

risks. Further, investments (rate base net plant, related fuel stock, and materials and supplies) 

and expenses must be used and usefbl, necessary for the conduct of business, and costs must 

be prudent and reasonable. Finally, the ratemaking process also provides for costs that 

fluctuate to be normalized or averaged, and that extraordinary or non-recurring costs be 

amortized where appropriate for recovery over time through the rate setting process. 

Liberty’s considered all of these factors in its review of SWTC’s identification of its total 

revenue requirement needs. Liberty reviewed d l  pro forma adjustments, and tested them for 

reasonableness, and examined other major cost components used to develop the total cost of 

service or revenue requirement needs. 
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AEPCO- 
ED2 Contract 
Termination 
AEPCO 

To-Point 
Contract 

CAWCD 
Sys. Control 
Services 

SRSG Point- 

Q- 
A. 

Electrical Dist. 2 - 8 Mw 
contract expires on 
91201 1 2 
New AEPCO 205 MW 
contract to provide 
wheeling path so ZEPCO 
can meet SRSG 
obligations. 
Annualize system control 
& load dispatching 
service revenues 

Please summarize SWTC’s reasons for the proposed revenue requirement decrease. 

Table 4 below summarizes the major pro forma adjustments or changes in operations 

affecting net incomdmargin requirements in support of the overall revenue decrease of $12.8 

million for the pro form adjusted December 3 1,20 1 1. Liberty reviewed each of the proposed 

adjustments and the table notes its acceptance or not. Liberty also proposes additional 

adjustments discussed below. SWTC’s pro forma adjustments affect income statement items 

(revenue and expense) as well as plant-investment value items (rate base). For example, 

SWTC’s filing reflects a $1.35 million net decrease in depreciation expenses based upon an 

outside depreciation study. This study found that the lives of various categories of 

transmission plant facilities should increase, thus lowering depreciation rates and producing 

correspondingly lesser annual depreciation requirements. The study also identified a 5 

percent negative salvage value? This adjustment affects revenue requirements associated 

with expenses. It also affects the $96 million transmission facility rate base value claim. 

Additionally, substantial net increases in revenue streams will produce a net increase in 

margin of $7.9 million. 

Operating ($369,888) Accepted 
revenues 
decreased. 
Operating $9,478,380 Accepted 
revenues 
increased. 

Operating $108,000 Accepted 
revenues 
increased. 

de 4 - Summary of SWTC Pro Forma Adjustments 
I I I 

* SWTC Exhibit PS-1, Table ES-I, page ES-5. 
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5 .  

- 
6 .  

7. 

&. 

- 
9. 

10. 

- 
11. 

ZAWCD 
ion-recurring 
services 

GPCO N-1 
Point-To- 
Point 
Eontract 

Un- 
Designated 
Point-To- 
Point 
contracts 

Chemstar & 
Network 
Billing 
Payroll & 
3verheads 
Adj . 

Trans. Line 
Designation 

Amortize 
Rate Case 
Exp. 

Cost Cutting 
Programs 

Eliminates revenues - 
system control & load 
dispatching, special 
contract. 
20 M W  net increase of 
N-1 needs -New 
contract of 110 MW’s 
replacing a 50MW and 
4OMW contract. 
FERC Order 888 
compliance - Network 
and PTP service 
agreements cannot have 
common delivery point. 
Contract revisions 
Remove transmission 
revenue credits, contract 
termination. 

Operating 
revenues 
decreased. 

Operating 
revenues 
increased. 

Operating 
revenues 
decreased. 

operating 
revenues 
increased. 
Var. O&M 
Prod./Other/ 
cost 
expenses 
reduced on 
going 
forward 
basis 
Operating 
revenues 
decreased. 

3 Year 
Amortization 
of Instant 
$240,000 
Rate Case 
Expense 
Claim 
Decrease in 
O&M 
Production 
expenses for 
cost cutting 
initiatives 

($559,725) 

$924,720 

($1,400,266) 

$1 1,330 

$1,649,183 

($263,424) 

($80,000) 

$274,086 

Accepted 

- 
Accepted 

Accepted 

Accepted 

Accepted 
(See 
Liberty 
Comment) 

Accepted 
(See 
Liberty 
Comment) 
Accepted 
(See 
Liberty 
Comment) 

Accepted 
(See 
Liberty 
Comment) 
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Net 0rig.Cost 
RB Value 

Iv. 
Q. 

A. 

Trans. Fac. 
Str.& Impr. 
St. Equip. 
Towers & 
Fixtures 
Poles & 

RATE BASE ELEMENTS 

5,571,344 (2,986,026) 2,585,318 7 1,228 2,656,546 
82,542,896 (3 1,946,843) 50,596,053 694,111 5 1,290,164 

8,237,417 (6,684,920) 1,552,497 152,391 1,704,888 

34,697,838 (15,926,339) 18,771,499 253,561 19,025,060 

What is the significance of rate base value and annual depreciation expense claim as it 

Fixtures 
Overhead 
Conductors 
Roads & 

pertains to the Apache station? 

SWTC witness Peter Scott (at pages 6 and 7) of his testimony notes that one of the major 

reasons for the rate decrease filing is a request to revise its depreciation rates as supported 

by an outside depreciation study (“SWTC Exhibit PS-2”) assessing transmission plant. 

The transmission facilities represent $85.5 million of the $96.1 million pro forma net 

original cost book investment or rate base (original cost less accumulated depreciation). 

These facilities comprise 89 percent of total pro forma net original cost rate base value. 

20,931,349 (12,716,412) 8,214,937 176,014 8,390,951 

307,850 (1 37,302) 170,548 3,758 174,306 
Trails 
Subtotal 
Land 

152,288,694 (70,397,842) 81,890,852 1,351,063 83,241,915 
2,301,348 2,301,348 2,3 10,348 
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I I 

I 

Other 
All Plant 
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I 
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21,933,797 (11,354,081) 10,579,716 1,815 10,581,531 
176,523,839 (81,751,923) 94,771,916 1,352,878 96,124,794 
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- 

Other 
All Plant 

1,196,708 1,196,708 
5,384,647 (1,351,063) 4,033,584 

The transmission facility pro forma depreciation expense claim of $2.8 million of $4 

million total claimed represents 70 percent of the total annual expense claim. 

Traditional ratemaking concepts would translate these costs into a $10.8 million annual 

revenue requirement for the transmission facilities. Margin would be $8 million ($85.5 

million x 9.34 percent rate of return) and there would be $2.8 million of annual 

depreciation expenses. The outside depreciation study leads to $1.35 million of annual 

decrease in depreciation expense. SWTC’s filing (adjustment 12) reflected a pro forma 

increase to rate base value and a corresponding decrease to annual depreciation expenses. 

SWTC’s existing depreciation rates use a uniform 2.75 percent annual depreciation rate. 

The outside study evaluated transmission plant on a more detailed functional basis 
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categorized by Structures & Improvements, Station Equipment, Towers & Fixtures, Poles 

& Fixtures, Overhead Conductors, and Road & Trails. The study reviewed the remaining 

lives of these functional groups based upon industry trends. It produced depreciation rates 

that vary for function. Liberty reviewed the rates, including an engineering study, after 

which we found the pro forma depreciation expense adjustment as filed to be appropriate. 

However, SWTC’s proposed adjustment to rate base due to a change in going forward 

depreciation rates is not appropriate fkom either an accounting or ratemaking approach. In 

short, the change does not impact the remaining net book value of the asset. The remaining 

life concept merely addresses the going forward depreciation rates and corresponding 

expense necessary to account for the decreasing annual value of the current net book value of 

the asset. Thus, any proposed change to net book value based upon changes in depreciation 

rates should be disallowed. 

Q. 

A. 

V. 

Q. 

A. 

What does Liberty recommend regarding SWC’s materials and supplies rate base 

value claim? 

Liberty has reviewed the claim which was based upon a 12-month average of 201 1 values. 

We examined 2010 and 2012 inventory values, reviewed data request responses, and 

discussed the adjustment with SWTC. Liberty found the claim to be appropriate. 

REVENUE AND EXPENSE ELEMENTS 

Provide an overview of the other revenue and expense element adjustments contained 

in SWTC’s filing? 

Table 4 above identified 14 pro forma adjustments, including adjustment 12 just addressed. 

Eight of these pro forma adjustments are specific to revenues. They combine to produce a 

$7.9 million net increase to revenues and corresponding increase to margin. Two of the 
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adjustments would reduce interest expense. Another two address cost savings in maintenance 

and payroll matters. The final adjustment reflects a claim for rate case expense associated 

with this. 

Q. 
A. 

Please address the eight pro forma adjustments specific to revenues. 

They consist of SWTC pro forma adjustments 1 through 7, and 9. Adjustment 1 removes 

revenues due to the expiration of AEPCO’s 8 MW sales of 48 MW point-to-point service 

contract, related to Electrical District 2 (“ED2”). That agreement was made on September 

30,2012. The adjustment has a value of $370,000. Adjustment 2 reflects increased revenues 

of $9,478,380 under an AEPCO contract with SWTC to provide a 205 Mw of point-to-point 

wheeling path that permits AEPCO to meet Southwest Reserve Sharing Group (SRSG) 

requirements ($8,875,680 point-to-point and $602,700 load dispatch and system control 

revenues). Adjustment 3, Central Arizona Water Conservation District (“CAWCD) 

annualizes revenues related to System Control & Load Dispatching services, producing a 

$108,000 revenue increase. CAWCD also will no longer need load dispatching & system 

control services and special contract services are reduced. Adjustment 4 reflects that change 

by reducing revenues by $35,600 and $524,125, respectively, for a total reduction of 

$559,725. 

On January 1 , 201 1, AEPCO and SWTC entered into an additional 50 M W  Point-to-Point 

service to provide the necessary wheeling path for an N-1 event. On January 1,2012, the 50 

MW contract and remaining 40 MW contract discussed in adjustment 1 above, or 90 MW 

were consolidated into a 110 MW point-to-point service. Adjustment 5 reflects 20 MW of 

increased N-1 point-to-point and load dispatch & system service of $865,920 and $58,800, 

respectively, combining to form a $924,720 revenue increase. 
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FERC Order 888 requires that Network Service and Point-to-Point agreements may not have 

a common delivery point. Adjustment 6 reflects an amendment to support compIiance with 

this requirement. MEC will un-designate a delivery point, and enter into a 9 MW Point-to- 

Point Agreement with SWTC. SWTC will also terminate its 40 M W  Point-to-Point 

agreement with SSVEC. These changes produce a net revenue decrease of $1,400,266. 

Adjustment 8 reflects an $1 1,330 revenue increase due to the termination of the peak load 

sharing agreement on October 31, 2011, between AEPCO, MEC and Chemstar, making 

transmission revenue credits associated with peak load shedding no longer appropriate. 

Adjustment 9 removes direct assignment revenues associated with the Sandario Line. 

Redesignating this line as a system facility produces a $263,424 revenue decrease. 

Liberty’s review of the above adjustments included responses to discovery and interviews 

with appropriate SWTC staff. We found the adjustments to be appropriate? 

Q. 
A. 

What other SWTC expense adjustments has Liberty reviewed? 

SWTC made a number of operational changes to reduce cost. Adjustment 8 reflects reduced 

SWTC payroll expenses associated with the overall reduction of SWTC and SWTC staff 

levels fiom 302 to 261 employees as part of the Reduction in Force (“FWY) program? 

SWTC’s share of this reduction was $1,649,183 in reduced expenses. Liberty reviewed the 

underlying cost adjustments, which included reductions in higher paid staff positions (due 

mainly to attrition) and some minor new additions of administrative staff. The changes 

primarily affect administrative staff; reductions in operating and maintenance staff are 

SWTC REV- 1.7, 1-1.12, 1.16, DK-1.30 (AEPCO DK-1.55) to 1.36 and 1.39; fieldwork interview January 2013. 
Information obtained during January 28,2013 fieldwork to include supplemental response provided on February 7, 

2013 by SWTC/SWTC, and DK-1.37 and 1.38. 
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minimal. The 2011 per-book values included additional cost associated with the RZF 

program, to cover employees leaving the work force. These transition costs included one 

month’s payment for each year of service (with a maximum of twelve months), payment of 

accrued managed time off, and one-half of accrued sick leave for employees over 55 years of 

age. No payment for sick leave went to departing employees under this age. These 

nonrecurring costs comprised a substantial amount of the payroll expenses SWTC removed 

from the 201 1 per-book vafues. Liberty verified that these cost were excluded from the pro 

forma expense claim. Liberty found SWTC’s adjustments to be appropriate. 

Q* 

A. 

Explain Liberty’s position with regard to SWTC’s rate case amortization expense claim 

adjustment number 10. 

SWTC’s rate case expense adjustment claim number 10, requests a three-year amortization 

period of the estimated $240,000 in cost for outside professionals for the instant proceeding, 

an $80,000 claim. Liberty takes exception to the characterization of the claim as an 

amortization expense which under more traditional ratemaking concepts should be listed as a 

normalization adjustment, recognizing a fluctuating cost to be reflected as average allowance. 

An inclusion of amortization expense might inappropriately lead one to believe that the 

utility is setting up a regulatory asset with a reasonable expectation of full recovery of the 

same item in one or two subsequent rate proceedings. The claim is more appropriately 

considered a normalization expense claim for a reasonable allowance based in-part on some 

frequency of filings or expectation of the life of the new rates to be set as reasonable 

determination. Information provided in response to DK-1.40 indicates a cost slightly in 

excess of $90,000 as of the date of that response pertaining to outside professional services 

for the instant proceeding. Liberty understands additional work and fees will be incurred as 
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the w e  progresses. Thus, Liberty, recommends that the claim be based upon an updated 

cost value rather than an estimate, based upon more timely actual updated cost information, 

when available. 

Q. 

A. 

Q. 

A. 

What is Liberty’s position with regard to SWTC’s adjustment number 11 related to the 

$318,335 proposed reduction in expenses to cost cutting programs? 

Liberty reviewed SWTC’s supporting information related to this item, and discussed that 

information with the Cooperative’s staff. Reductions in vehicle expense charges totaled 

$180,000 and in vegetation management contracts $25,511. The balance relates to reduced 

professional memberships of $20,000, $12,000 in travel fees, and $36,575 of reduced outside 

~ervices.~ Liberty found this adjustment to be appropriate, 

What other analysis did Liberty undertake to determine the reasonableness of the pro 

forma adjusted 2011 test period? 

Liberty requested and received additional information pertaining to 2009 and 2010 per-book 

cost. We compared that information to the 2011 per-book values. Our purpose was to 

identify any trends that would affect the reasonableness of the adjusted, normalized 201 1 test 

year.6 Liberty also reviewed SWTC’s detail general ledger accounting information for the 

2011 test year. We then requested clarifications pertaining to various costs included in the 

test year in order to test them for reasonableness? 

Liberty reviewed SWTC’s membership and dues fees of $312,973. We found that a portion 

of the fees paid to various groups to be appropriately includable, but others, such as lobbying 

and advocacy activities, are generally considered unacceptable for ratemaking purposes. 

DK-1.42, and January 29-31,2013 fieldwork and interviews. 
DK-1.43 to 1.45, SWTC staff interviews during January 29-31,2013 filed work, along with supplement information 

and further discussions on February 19 and 26 and March 7,20 13. ’ DK-1.46 and supplemental information provided on February 6,2013, to include later follow-up discussion with 
SWTCBWTC staff. 
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Grand Canyon State Electric Cooperative ASSOC., Inc. $1 16,272 26% 
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I $37,449 

Liberty recommends the removal of a portion of the fees paid based upon percentage 

identified by SWTC in the prior proceeding. The next table lists the membership group, the 

fees paid, and the percentage to be removed. We recommend a downward adjustment of 

$37,449 in such fees. 

I I 

Q. 

A. 

Please summarize the overall revenue increase impact, rate of return, DSC, and TIER 

values based upon Liberty’s recommendations. 

As discussed above and summarized on the table below, Liberty proposes a downward 

adjustment to operating expenses of $37,449 pertaining to Memberships and Dues expenses, 

a net decrease to expenses and income with no impact on margin. Mr. Vickroy accepts 

SWTC’s proposed 1.35 debt service coverage ratio as appropriate for determination of the 

revenue requirement in this proceeding. Therefore, we recommend no reduction to 

net/income or margin. SWTC’s proposed $12,757,213 revenue decrease along with 

Liberty’s proposed additional revenue decrease of $37,449 results in total proposed revenue 

decrease of $12,794,662. 

Lastly, SWTC’s filing provided an analysis which indicated a 9.34% overall rate of return 

value had it utilized the traditional rate base rate of return approach. As described earlier, 

SWTC inappropriately reflected an increase of $1,351,063 to rate base related to a 
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SWTC Pro Forma Request As-Filed Liberty Recommended 
current Change Proposed Adjustments Proposed 

$46,434,286 ($12,757,213) $33,677,073 ($ 37,449) $33,639,624 
24,430,166 24,430,166 ( 37,449) 24,392,417 

$22.004.120 ($12.757.213) $ 9.246.907 $ 0 $ 9.247.207 

corresponding increase in depreciation expense based upon new deprecation rates. Again, 

Debt Service LST 

the change in depreciation expenses does not impact net book values of assets at the end of 

$9,945,659 $9,945,659 $9,945,659 

the test year. Thus, the adjusted or lower rate base value would result in a 9.47% overall rate 

DSC 

of return value. 

2.63 1 1.35 I 1.35 

Table 11 - SummaKRevenue Requirement Impact of Liberty's Recommended 

Avail For LiT D 

Q. 

A. 

Do you have any other comments with regard to the instant filing? 

Yes, we retain the ability to amend our recornendations following any changes that may 

come to light as a result of further discussions, including updated cost information, possible 

stipulated issues and other various revenue requirement elements that may have an impact on 

revenue requirements. 
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Q. 

A. Yes, it does. 

Does that conclude your direct testimony? 
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I. 

Q. 
A. 

Q* 
A. 

Q. 

A. 

INTRODUCTION 

Please state your name and business address. 

My name is Dennis M. Kalbarczyk. My business address is 910 Piketown Road, Harrisburg, 

Pennsylvania 171 12. 

Have you previously submitted testimony in this proceeding? 

Yes. I previously submitted direct testimony on behalf of the Arizona Corporation 

Commission (“ACC” or “Commission”), Utilities Division (“Staff”) in the review of 

Southwest Transmission Cooperative Inc. ’s (“Southwest” or “SWTC”) application for a 

general rate increase in the proceeding at Docket No. E-04100A-12-0353. 

The procedural schedule for this proceeding provided for the filing of Staff testimony 

addressing revenue requirement matters to be filed by April 4, 2013, and for testimony 

addressing rate design matters to be filed by April 22,2013. I previously submitted direct 

testimony addressing revenue requirement matters. This supplemental testimony 

addresses rate design. My previous direct testimony set forth my professional background 

and experience. 

Please summarize the overall revenue increase impact, rate of return, Debt Service 

Coverage (“DSC”), and Times Interest Earned Ratio (“TIER”) values based upon 

Liberty’s recommendations contained in your direct testimony. 

Table 11 fiom my direct testimony (and provided here as well) addressed a downward 

adjustment to operating expenses of $37,449 related to Memberships and Dues expenses, a 

net decrease to expenses and income, with no impact on margin. Mr. Vickroy’s direct 

testimony filed on April 4, 2013, accepts SWTC’s proposed 1.35 DSC ratio as appropriate 

for determination of the revenue requirement in this proceeding. Therefore, we recommend 
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no reduction to nethcome or margin. SWTC’s proposed $12,757,213 revenue decrease 

along with Liberty’s proposed additional revenue decrease of $37,449 results in total 

proposed revenue decrease of $12,794,662. 

SWTC’s filiig provided an analysis indicating that a 9.34 percent overall rate return value 

would result fiom using the traditional rate base rate of return approach. As described in my 

direct testimony, filed April 4, 2013, SWTC inappropriately reflected an increase of 

$1,351,063 to rate base related to a corresponding increase in depreciation expense based 

upon new deprecation rates. The change in depreciation expenses does not impact net book 

values of assets at the end of the test year. Thus, the adjusted or lower rate base value would 

result in a 9.47 percent overall rate of return value. 
- 

Table 11 - Summary Revenue R mpact of Liberty’s Recommended 
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11. 

Q. 

A. 

Q. 

A. 

BACKGROUND 

What is the purpose of this testimony? 

1 am addressing on behalf of the Staff SWTC’s hlly allocated cost of service study and 

proposed rate design as submitted by SWTC witness Gary E. Pierson. Table 11 above 

summarizes SWTC’s proposed total cost of service compared to Liberty’s recommendations 

based upon the proposed adjustments set forth in my direct testimony, previously filed. My 

current testimony discusses the overall concept in how rates are designed, including a general 

review of SWTC’s rate design proposal to produce its total revenue requirement request. 

Additionally, I will provide the appropriate rate design necessary to produce Liberty’s 

revenue requirement recommendation. 

Provide a brief overview of the rate design process. 

A fundamental criterion for establishing an adequate rate design is that it should reflect the 

cost of providing service to the customer or appropriate customer class based upon the 

cost causative factors commensurate with the customer or class service requirements. In 

order to determine appropriate rates, the total annual cost of providing service or the 

annual revenue requirement must be allocated among the various customers or customer 

classes based upon their respective cost causative factors. A detailed fully allocated cost 

of service study is generally performed to determine the cost of service for the respective 

customer classes. Then, an appropriate rate design is developed for the purpose of 

designing rates that will recover those costs. From a ratemaking perspective, rates based 

upon the hlly allocated costs of service study (“COSS”) are deemed to be cost-based. 
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Q. 

A. 

Q* 
A. 

Should rate design be based strictly on the COSS? 

No. While a cost of service study is a useful tool in determining the indicated cost of 

service for a customer or class service requirements in developing an appropriate rate 

design, the ultimate decision on rate design must also consider political, legal, or other 

social economic factors. For example, regulatory commissions traditionally consider such 

factors as: public reaction to changes in rates, impact of cost shifts from a group of 

customers that has been overcharged to a group that has been subsidized under existing 

rates requiring gradual shits in cost requirements over time, reluctance to depart from rate 

forms that have existed for a long time, and special economic impact consideration to 

customer groups and the overall financial violability of the utility when setting rates. Thus, 

departure fiom rates based on cost of service is generally a decision made by the regulator 

and not the rate designer. 

Please explain your understanding of SWTC’s requested change in rates. 

SWTC is a non-profit electric transmission cooperative subject to certain Federal Energy 

Regulatory Commission (“FERC”) jurisdictional requirements. SWTC must comply with 

FERC Order 888 and maintab an Open Access Transmission Tariff (“OATT”). Consistent 

with FERC’s OATT requirements, SWTC seeks approval of proposed monthly Network 

Services Rate, a Point-to-Point Service Rate, and an ancillary service rate for System Control 

and Load Dispatch, one of six ancillary service rates provided for under regulation, The next 

table summarizes SWTC’s and Staffs proposed rates necessary to meet the total cost of 

service requirements, as compared to present rates, along with the respective percentage 

increase under said proposals. 
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Transmission Services: 

Req. 

Req. 

2 $ Monthly Rev. Req. 
Firm Network Service - Mohave Electric 

Firm Network Service - $ Monthly Rev. 

Firm Network Service - $ Annual Rev. 

Firm Network Service - Mohave Electric 

Table 12 - Current and Probosed SWTC / STAFF Rates With YO Change I 

PROPOSED PROPOSED 

$2,187,176 $ 1,570,730 -28% $ 1,568,836 -28% 

$26,246,111 -28% $18,826,032 -28% 
$18,848,75 8 

$2,056,562 $ 1,251,434 -39% $ 1,247,255 -39% 

$24,678,748 -39% $14,967,065 -39% 

Mandatory Ancillary Services: 
Schedule 1 - Network - System Control & 
Load Dispatch - $kW/mo. 
Schedule 1 - Point-to-Point - System 
Control & Load Dispatch - $nCW/mo. 
Schedule 2 - Network - Var. 

2 $ Annual Rev. Req. I I $15,017,214 I I I 
Firm Point-to-Point Transmission - $kW I $3.608 I $2.558 I -29% 1 $2.555 I -29% 

$0.245 $0.173 -29% $ 0.173 -29% 

$0.245 $0.173 -29% $0.173 -29% 

$0.067 $0.096 44% $0.097 44% 

Resp. - $AcW/mo. 

- Eng. In Kind +/- 1.5% $/MWh 
Schedule 4 - Network - Energy Imbalance 

AEPCO Pays Positive Imbalance 
Customer Pays Negative Imbalance 
Schedule 5 - Network - Operating 
Reserves - Spinning - $kW/mo. 
Schedule 6 - Network - Operating 

SupportNoltage Control - $kW/mo. I I I I I 
Schedule 2 - Point-to-Point - Var. $0.049 I $0.070 I 41% 1 $0.071 I 41% 

$0 $0 0% $0 0% 

$36.68 $32.63 -1 1% $32.63 -1 1% 
$ 100.00 $100.00 0% $ 100.00 0% 
$0.7060 $0.7232 2% $0.7196 2% 

$0.4981 $ 0.5009 1% $0.4985 1% 

FERC Optional Ancillary Services: 1 I I I I 
Schedule 3 - Network - Reg. & Freq. $0.5325 I $0.2602 I -51% I $0.2589 I -5 1% 

Reserves - Supplemental I $/kW/mo. I I I I 

Direct Assignment Facilities: 
1 Trico Electric Only - $/mo. $ 133,210 $ 133,210 

111. ALLOCATED COST OF SERVICE STUDY 

0% $133,210 0% 

Q. Please describe 'SWTC'S allocated cost of service study and proposed rate design 

methods. 

I reviewed SWTC's COSS and proposed rate design methods. SWTC witness Pierson 

prepared a fully allocated cost of service study based upon SWTC's as-filed transmission 

A. 
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revenue requirement study; i.e., total pro forma operating expenses less other revenues plus 

requested margin requirements. Witness Pierson’s direct testimony (at pages 13-16) explains 

the underlying process and methods employed in preparing the study and proposed rate 

design. His testimony explains that SWTC is using the same cost allocation and rate design 

methods in this proceeding that it used in its prior rate proceeding. SWTC has used the same 

basic approach since it commenced operations in 2001. Witness Pierson’s study updates the 

elements of the claimed, underling revenue requirements and billing determinants, as they 

relate to the pro forma test period discussed by SWTC witness Pierson in his testimony 

(presented in Schedules A through F). 

Q. 

A. 

Q- 
A. 

What is your opinion of SWTC’s fully allocated cost of service study and proposed rate 

design? 

I have reviewed SWTC witness Pierson’s testimony, supporting exhibits, and workpapers, 

and SWTC’s responses to interrogatories. SWTC provides the costs for ancillary services, 

broken down by FERC-defined types of ancillary services.’ Additionally, SWTC provides a 

breakdown of the Direct Assignment Facilities (“DAF”) costs and related monthly charge to 

which Trim, the only distribution cooperative member which has a DAF. I believe that the 

fully allocated cost of service study based upon the as-filed revenue requirements and 

proposed rate design methods is reasonably consistent with the prior rate case filing methods. 

Briefly describe your review process. 

I validated SWTC’s allocated cost of service study calculations and the flow through of 

calculation results to the schedules submitted with SWTC’s application. I reviewed the 

methods used to develop the underlying allocation factors. I examined the allocated costs 

that resulted ftom the application of these factors to the as-filed revenue requirement 

’ See SWTC filing Schedule G - 2 4  pages 2-14. 
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elements for each ratedesign component proposed by SWTC. I also compared the methods 

used here and in the prior rate-case filing. This review confirmed that the methods and 

approach here were the same as applied in the prior rate case filing. 

I confirmed that the derivation of the various transmission rates provided for under FERC 

Order 888 (firm or non-firm Point-to-Point and firm Network services and mandatory/option 

ancillary service charges) consistently used the same annual revenue requirement carrying 

costs elements to develop the I l l y  allocated cost of Service for each type of service to be 

provided. I also confirmed that the development of each respective rate was: (a) based upon 

the resultant allocated revenue requirement for each transmission service offered, and then 

(b) divided by the same appropriate billing determinant approach as used in the prior rate 

case proceeding. For example, the development of the firm Point-to-Point rate in the instant 

filing was based upon the annual transmission requirement divided by the coincident peak 

demand divided by 12 to arrive at the proposed monthly rate. The same approach was 

applied in the prior proceeding. Similar to the prior rate proceeding, the development of the 

Network annual service rate was based upon the product of the annual transmission revenue 

requirement less the Point-to-Point revenues divided by 12 to arrive at the proposed monthly 

rate. I did observe two minor errors in SWTC's schedules related to rate summary 

calculations, but they did not have any impact on the determination of the overall rate 

design? 

My overall conclusion is that the approach used to develop rate design in the instant 

proceeding mirrors the approach used in the prior proceeding. 

Schedule H-2, page 12. 
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Q* 

A. 

Q. 

A. 

Briefly identify the primary rates which SWTC requests that the Commission approve. 

The primary rates identified by SWTC in witness Pierson’s testimony are: (a) Network 

Services Rate’s monthly revenue requirement of $1,570,730, (b) Point-to-Point Services Rate 

of $2.558/kW month, and (c) a System Control and Load Dispatch Rate of $0.173/kW 

month. In addition to the above, his study and rate design also reflect a MEC2 Network 

Services Rate’s monthly revenue requirement of $125 1,434. 

Are you recommending approval of SWTC’s fully allocated cost of service study and 

rate design as-filed and requested? 

I have no reason to oppose SWTC’s fully allocated cost of service study methods. However, 

I have proposed some minor adjustments to SWTC’s pro forma test year revenue 

requirement, operating expenses, and rate base values. Additionally, I have submitted 

testimony in SWTC’s rate case filing in which I also recommended adjustments to operating 

expense and rate base claims. Thus, I have updated the fully allocated cost of service study 

using SWTC’s cost of service study methods, which incorporates these revenue requirement 

adjustments. The updated study includes my proposed rate design necessary to produce 

Staffs proposed revenue requirement and are attached to my testimony as DMK-Schedules 

G and H, respectively. In order to provide for ease of comparison, I used the same Schedule 

G and H references as those in SWTC witness Pierson’s testimony and supporting exhibits. 

DMK- Schedule A-1 provides a proof of revenue by rate class which demonstrates that 

Staffs proposed rates and other revenues, with resultant decrease, will produce 

approximately the same $12,794,662 revenue decrease as reflected in my direct testimony. 
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For the reasons noted herein, I recommend adoption of Staffs proposed rates as summarized 

in my testimony at Table 12 above. 

Q. 

A. 

Are there any other rate design matters you would iike to discuss at this time? 

Yes, Mr. Pierson briefly references SWTC witness Scott’s testimony in which he proposes a 

Transmission Revenue Adjustor (“TRA”) mechanism. While Mr. Pierson briefly describes 

the concept in which the TRA would increase or decrease based upon the loss or the 

acquisition of a long-term Point-to-Point transmission service agreement, he defers to Mr. 

Scott stating that he provides more details concerning the request. Mr. Pierson, at page 17 of 

his testimony, indicates that SWTC has not yet developed any precise tariff language to 

propose for the TRA at this time, noting SWTC only recently raised the concept with Staff 

indicating that SWTC anticipates filing such a request in this docket by the end of October 

(2012). However, I note that SWTC in a January 17,2013 data request response stated that it 

still has not yet developed a specific tariff for such a proposal? I note that SWTC did not 

provide any further detail regarding this matter during my initial field work on site in late 

January. Absent sufficient information to support the overall request from both a technical 

and procedural basis, Liberty cannot recommend acceptance of such a request at this time. 

DK- 1.52. 
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Q. 

A. 

Q. 
A. 

Do you have any other comments with regard to the instant filing? 

Yes, I would like to retain the ability to amend my recommendations following any changes 

that may come to light as a result of M e r  discussions, including updated cost information, 

possible stipulated issues and other various revenue requirement elements that may have an 

impact on revenue requirements. 

Does that conclude your direct testimony? 

Yes, it does. 
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I. 

Q. 
A. 

Q. 
A. 

SUMMARY 

Please state your name and business address. 

My name is Dennis M. Kalbarczyk. My business address is 9 10 Piketown Road, Harrisburg, 

Pennsylvania 171 12. 

Have you previously submitted testimony in this proceeding? 

Yes. I previously submitted direct testimony on behalf of the Arizona Corporation 

Commission (“ACC” or “Commission”), Utilities Division (“Staff‘) in the review of 

Southwest Transmission Cooperative, Inc.’s (“SWTC”) application for a general rate 

increase in this proceeding related to both revenue requirement and rate design matters. 

My direct testimony recommended a revenue decrease of $12,794,662 as compared to 

SWTC’s proposed revenue decrease of $12,757,213. This included minor adjustments to 

operation expenses with a recommendation that the rate case expense claim be updated to 

reflect more current actual cost data The determination of the overall revenue requirement 

also included Mr. Vickroy’s recommended acceptance of SWTC’s 1.35 debt coverage ratio 

(“DSC”). However, he also recommended that SWTC update its debt service cost based 

upon more current data.. I also proposed a reduction to the rate base value claimed for 

purposes of calculating the overall rate of return when compared to allowed net income 

levels. This adjustment does not affect net income or margin levels, because SWTC relies 

upon the debt service coverage approach when determining revenue requirements. 

I also recommended acceptance of SWTC’s cost of service study and rate design approach 

based upon my proposed overall level of revenue requirements which incorporated an overall 

revenue decrease of $12,794,662 to that produced under existing rates. Finally, I 

recommended against the implementation of SWTC’s proposed Transmission Revenue 
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Adjustor (“TRA”), because it was not supported by detailed information. 

Q. 
A. 

What is the purpose of your surrebuttal testimony? 

I reviewed, and have comments on the rebuttal testimony of SWTC witness Gary E. Pierson. 

My understanding of Mr. Pierson’s rebuttal testimony is that he accepted most Staff 

recommendations, including: 

0 Operating expense and rate base adjustments; 
a SWTC’s requested 1.35 DSC ratio for development of the margin requirements; 
0 Engineering study and associated recommendations; and 
0 SWTC’s Cost of Service Study and Rate Design Approach. 

Mr. Pierson’s rebuttal testimony noted minor disagreements with Staff positions, identified 

additional cost items that would impose additional revenue requirements, cited outstanding 

expense matters, and provided supplemental information for additional tariff considerations. 

Some of the key points of the rebuttal testimony include: 

SWTC considers the DSC data provided with its filing sufficient for revenue 
requirement development, in lieu of Staff recommended use of more current, 
available data. 

SWTC requests consideration of four additional adjustments to operating expenses 
(consisting of both upward and downward adjustments with a number of subparts), 
which collectively increase operating expenses by $354,769; if accepted they would 
result in an overall revenue decrease of $12,439,893. 

SWTC agrees that rate case expenses should be based upon updated costs, but 
indicated that such information would be provided at a later date. 

SWTC addresses the lack of detail supporting the TRA request covered in its direct 
testimony by providing a proposed Network Transmission Service Tariff and Plan of 
Administration (“POA”). 
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Q. 
A. 

II. 

Q* 

A. 

Please summarize your positions in response to the SWTC Rebuttal Testimony. 

My overall recommendations are that the Commission: 

Approve the four additional revenue requirements adjustments set forth in SWTC’s 
rebuttal testimony, which relate to costs incurred fiom 201 1 through May 1, 2013; 
these adjustments increase operating expenses and corresponding revenue 
requirements by $354,769. 

Approve the Staff recommendation in this surrebuttal testimony to develop a margin 
requirement of SWTC’s proposed 1.35 DSC ratio, using March 31, 2013 data to 
calculate total DSC equity levels and revenue requirements; this recommendation 
would produce a downward margin and revenue requirement adjustment of 
$1 56,148. 

Approve SWTC’s cost of service and rate design approach to develop proposed rates; 

Reject as untimely the TRA as proposed in SWTC’s surrebuttal testimony. 

Approve Staffs revised revenue decrease of $12,596,041, resulting from the above 
adjustments. 

REVENUE REQUIREMENT ISSUE DISCUSSION 

Have you reviewed SWTC witness Pierson’s rebuttal testimony and proposed 

recommendations? 

Yes. Mr. Pierson, at page 1 of his rebuttal testimony notes that, in order to narrow disputed 

issues and reduce complexity, he accepts Staffs pro forma adjustments to rate base and 

operating expense items, with some comments that we did not find material to the level of 

those adjustments. He testified that S W s  direct testimony positions, including acceptance 

of SWTC’s proposed 1.35 DSC, will provide adequate revenue requirements for SWTC 

when combined with four additional adjustments. Mr. Pierson also indicated agreement with 

the major conclusions of Staffs engineering analysis, and discussed initial steps being taken 

in response to the recommendations. 
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StafT acknowledges SWTC’s efforts to minimize issues. Nevertheless, some issues remain 

with regard to the foliowing items: 

0 Four additional adjustments to operating expenses, 

0 Use of more current DSC data to calculate total DSC equity levels and revenue, 
requirements, 

0 Failure to file updated rate case expense information with rebuttal testimony, and 

0 Timeliness of filing material to support TRA request. 

Q. 

A. 

Q. 

A. 

What are the four additional expense adjustments which indicate a $354,769 net 

upward adjustment to revenue requirements? 

SWTC’s four additional adjustments resulting in a net increase of $354,769 include the 

termination of the Mead Substation Facility use charge and the agreement to eliminate the 

teamwork incentive plan which occurred on or around September 1,201 1 and December 3 1, 

201 1, respectively; the Western Area Power Contract Rate Increases (Parker Davis Point-to- 

Point Firm Transmission and Firm Network Transmission increases) which occurred on 

October 1,2012, or 10 months after the close of the test year; and the Southern California 

Edison (Point-to-Point Transmission Service Contract) and Western Area Power Contracts 

rate increases which occurred on January 1,201 3 and May 1,20 13. 

What is your recommendation with regard to the requested $354,769 increase in 

operating expenses? 

Staff recommends approval of the $354,760 increase to operating expenses. Staff requested 

and received additional supporting data from SWTC. It confirmed the rate changes and 

reasonably supported the overall increase in operating expenses claimed. 
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Q- 

A. 

Q. 

A. 

Q. 
A. 

Did Staff propose the use of more current DSC data when determining DSC equity 

levels and revenue requirements? 

Yes. Mr. Vickroy suggested that SWTC use more current DSC data. Mr. Pierson’s rebuttal 

testimony, Exhibit GEP-3, compared the as-filed interest expense claim for the December 3 1, 

2011 test year with what DSC data for December 31, 2012 and March31, 2013 would 

produce. The results were decreases of $375,346 and $158,202, respectively. 

Summarize your opinion and recommendation with regard to the use of more current 

March 31,2013 DSC data for calculating DSC equity levels and revenue requirements. 

Staff recommends using updated DSC data as of March 31, 2013. The effect on revenue 

requirements is to produce an overall decrease of $156,148, which partially offsets the 

$354,769 in increased operating expenses from SWTC’s rebuttal testimony. The net effect is 

to increase revenue requirements by $198,621. 

Do you have any comments regarding SWTC’s rate case expense claim? 

Yes. In rebuttal testimony, SWTC agreed that the rate case expense claim should be based 

upon updated costs. However, the rebuttal testimony did not provide updated costs 

associated with the rate case expense claim. Therefore, the current revenue requirement 

proposed by Staff does not reflect updated rate case expense costs. 

h4r. Pierson’s rebuttal testimony indicated that additional idormation regarding rate case 

expense would be provided at a later date. Staffs revenue requirement proposal will be 

revised at such time updated information is available. 



1 

2 

3 

4 

5 

t 

7 

e 
s 

IC 

11 

12 

I? 

14 

19 

I(  

1: 

I t  

l! 

2( 

2' 

2: 

Surrebuttal Testimony of Dennis M. Kalbarczyk 
Docket No. E-04100A-12-0353 
Page 6 

Q. 
A. 

111. 

Q. 
A. 

Are there any rate design matters you would like to discuss at this time? 

Yes, Mr. Pierson's rebuttal testimony provided additional information related to its proposed 

TR4 mechanism. He provided a proposed tariff and POA. The tariff and POA describe the 

concept and operation of the TRA, addressing how it would increase or decrease based upon 

loss or acquisition of a long-term Point-to-Point transmission service agreement. My direct 

testimony noted a January 17, 2013 data request response stating that SWTC had not yet 

developed a specific tariff for such a proposal. SWTC did not provide any further detail 

regarding this matter until its rebuttal testimony submitted on May 20,2013. 

SWTC's failure to timely file its proposed tariff and supporting information request has 

precluded Staff's ability to do an effective review of its proposal. Staff recommends that the 

request be rejected at this time. 

StaE notes that no other Arizona utility has a mechanism based solely upon the addition or 

loss of long-term PTP service contracts. Staff also has concerns regarding the provision of 

only a 30-day review process. 

RECOMMENDED RATE DESIGN 

Please describe your understanding of SWTC's rebuttal rate design position. 

SWTC continues to support the cost of service study and rate design approach it proposed in 

its application. Staff supports the approach. Staff recommends a $12,596,041 reduction to 

present rates revenues of $44,022,391 as the appropriate level for determining rates. 
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DMK Exhibit 1 provides a comparative analysis of the relevant revenue requirement 

components by SWTC and Staff during the various stages of the instant proceeding. DMK 

Exhibit 2 provides a comparison of current rates to that of proposed transmission & ancillary 

service rates by SWTC and Staff during the various stages of the instant proceeding. DMK 

Exhibit 3 provides a proof of revenue as well as a summary by rate class reflecting Staffs 

surrebuttal position. 

Q* 
A. 

Does that conclude your surrebuttal testimony? 

Yes, it does. 



DMK Exhibit 1 
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Proposed Revenue Dec rease 

Revenues in Test Year - Present Rates 
Change In Revenue - Per centage 

Operating Revenues 
Operating Expense 

Electric Operating Margins 
Interest & Other Deductions 

Operating Margins 
Non-Operating Margins 

Net Patronage Capital or Margins 

Net Patronage Capital or Margins 
Interest on Long Term Debt 

Total 
Time Interest Earned Ratio 

Net Patronage Capital or Margins 
Depreciation &Amortization 
Interest on Long Term Debt 

Total 

Interest on Long Term Debt 
Principal Payments 

Debt Service 
Debt Service Coverage Ratio 

SOUTHWEST TRANSMISSION COOPERATLVE, INC. 
Comparative Analysis of Gross Revenue Requirement 

Comoanv and Staff Testimonv Staee Positions 

Electric Operating Margins 

Rate Base 

Return on Fair Value Rate Base 

* SWTC accepted Staff Direct Testimony Position, but request inclusion of addi tional updated expense adjustments. 
" Staff accepts SWTC's updated expense adj ustments provided in rebuttal; however, Staff recommends revenue requirement 
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DMK Exhibit 3 

Southwest Transmission Cooperative, Inc. 
PROOF O F  REVENUE AND SUMMARY BY RATE CLASS 

PRESENT AND PROPOSED RATES 
STAFF ADJUSTED SURREBUTTAL TESTIMONY POSITION 

REVENUE PROPOSED CHANGE 
LINE 
NO, CLASS O F  SERVICE 

Clam A MEMBER NETWORK CONTRACTS 
1. A M A  
2. DUNCAN 
3. GRAHAM 
4. MOEAVEI 
5. MOEAVEZ 
6. SULPHUR1 
7. SULPHUR2 
8. T R I C 0 1  
9. m c o 2  
10. Class A TOTAL: 

PRESENT PROPOSED AMOUNT PERCENT 

S 471,123 S 
313,972 

1,790,296 
5,246,541 
1,656,922 
5,567,185 
2,734,641 

6,551,496 . .  . , 

732,136 528,591 (203,546) -27.80% 
S 25,064,310 S 17,91530 S (7,149,011) -28.52% 

-27.80% 
47.80% 
-27.80Y. 
-27.80% 
-38.71.h 
-27.8O4% 
-27.80% 
-27.80% 

340,143 S (130,980) 
226,683 (87,289) 

1,292,565 (497,731) 
3,787$19 (1,45&622) 
1,015,539 (641,383) 
4,019,419 (197,766) 
1,974,367 (7613,274) 
4.730.075 11.821.4lO) 

OTHER FIJW NETWORK CONTRACTS: 
11. SAFFORD S 803,517 S 580,126 S (223,391) -27.80% 
12. THATCHER 273,053 197,140 (75,913) -2'1.80% 
13. Total Other Firm Network Contracts S 1,076,569 S 717266 S (299,303) -27.80% 

RATES PROPOSED CHANGE 

PRESENT 

S 2,187.176 
S 2,187,176 
S 2,187,176 
S 2,187,176 
S 2,056,562 
S 2,187,176 
S 2,187,176 
S 2,187,176 
S 2,187,176 

PROPOSED 

S 1,579,106 
S 1,579,106 
S 1,579,106 
S 1,579,106 
S 1,260,481 
S 1,579,106 
S 1,579,106 
S 1,579,106 
S 1,579,106 

AMOUNT PERCENT 

S (608,070) -27.80% 
S (608,070) -17.80% 
S (608,070) -27.80% 
S (608,070) -27.80% 
S (796.081) -38.71% 
S (608,070) -27.80Y. 
S (608,070) -27.80% 
S (608,070) -27.80% 
S (608,070) -27.80% 

NETWORK SYSTEM CONTROL & LOAD DISPATCH 
14. A m i  S 21,906 S 
15. Duncan 15,187 
16. Graham 87,765 
17. Mohavel 257.497 

19. Snlpbnr I 286,895 
18. Mobave2 76,138 

20. Sulphur1 131,369 
21. Trim 1 284,606 
22. Trico2 63,455 
23. S8fford 39.100 
24. Thrtchcr 13.749 
25. Total System Control & b 8 d  Drpatch S 1,277,667 S 

15,468 s 
10,724 
61.973 

181,824 
53,763 

202,583 
92,763 

200,967 
44,807 
27,609 
9,708 

902,189 S 

-29.39.h 
-29.39% 
-29.39% 
-29.39Y. 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39.h 
-29.39% 
-29.39% 
- 

26. TOTAL NETWORK(LI0 + L13 + US) S 27,418,546 S 19,594,755 S (7,823,792) -28.53% 

P-T-P Network Transmission Rite 
26. AEPCO S 13,638,240 S 9,722,160 S (3,916,080) -28.71X 

28. Mohave , 389,664 277,776 (111,888) -28.71% 
29. FMl SalTord Mine Wheeling 432,960 3061,640 (124,320) -28.71% 
30. Total P-T-P Tr8nmiaion S 14,460,864 S 10,308,576 S (4,152288) -28.71% 

27. Sulphur Springs Firm Point to Point 0 0 - mrvm 

P-T-P Network System Control & Load DispatchTranamirsion Rate 
31. AEPCO S 926,100 S 653,940 S (272,160) -29.39% 

33. Mohave 26,460 18,684 (7,776) -29.39% 
32. Sulphur Springs Firm Point to Point 0 0 - mwm! 

34. FMI SrCord Mine Wheeling 29,400 20,760 (8,640) -29.39% 
35. Total P-T-P TranmLsion S 9si,960 s 693,384 s (288,576) -29.39% 

36. TOTAL POINT-TO-POINT(I.30 + L35) S 15,142,824 S 11,001,960 S (4,440,864) -28.76% 

37. TOTAL FIRM TRANS 4 SCIIED 1 REV S 42,861,370 S 30,596.715 S (12,264,656) -28.61% 
(L 16 + L 36) 

DIRECT ASSIGNMENT P A C I L m E S  
38. Trim S 1,598,521 S 1,598,521 S - 0.00% 

40. Total Direct Assignment Facilitiu s 1,675,701' s 1.675.70i s 
39. Other Direct Assignmeat Facilitii  77,180 77,180 

OTHER SYSTEM CONTROL REVENUE 
41. O t b v  Cnatmncn S 154.811 S 109,315 S 145.499 -29.39% 

S 2,187,176 S 1,579,106 S (608.070) -17.80% 
S 2,187,176 S 1,579,106 S (608,070) -27.80Y. 

.~ 
42. CAWCD Adjustment (35,600) 05,138) 10,462 
43. Total Other System Controla S 119,211 S 84,177 S (35,033) 

44. OTEER OPERATING REVENUE S 6%,543 S 696,543 S 

SPECIAL CONTRACTS - OTBER 
45. AEPCO 
46. Mohave 
47. Avra 6 Siherbdl 
48. Sulphur Spring 
49. FMI - %Cord Mine 
50. TEP Point to Poiot 
51. OtherMire 
52. Mohave- Power Factor Adj. 
53. Trim - Power Factor Adj. 23,125 23,125 - 0.00% 
9. Total Special Contracts - Other s 1,081,4613 s 785,110 (2%,3si) -27.40.A 

S 37,833 
1 7 ~ ~ 7 s  

9,731 
25.321 

690,212 
78,028 
22,408 
16,526 

S 24970 S 
127,085 

9,731 
18.050 

49&025 
55,623 
15,974 
16,526 

(10,863) -28.71% 
(51,190) -28.71% 

- 0.00% 
(7571) -28.71% 

(198,187) -28.71% 
(22,405) -28.71% 
(6,434) -28.71% - 0,WY. 

S 
S 
s 
S 
S 
S 
S 
S 
S 
s 
S 

S 
S 
S 
S 

S 
S 
S 
S 

S 

0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 
0.2450 S 

0.1730 
0.1730 
0.1730 
0.1730 
0.1730 
0.1730 
0.1730 
0.1730 
0.1730 
0.1730 
0.1730 

5 
5 
5 
5 
5 
5 
5 
5 
5 
5 
5 

(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 
(0.0720) 

-29.39% 
-19.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 
-29.39% 

3.6080 S 2.5720 S (1.0360) -28.71% 
3.6080 S 2.5720 S (1.0360) -28.71% 
3.6080 S 2.5720 S (1.0360) -28.71% 
3.6080 S 2.5720 S (1.0360) -28.71% 

0.249 S 0.1730 S (0.0720) -29.39% 
0.2450 S 0.1730 S (0.0720) -19.39% 
0.2450 S 0.1730 S (0.0720) -29.39% 
0.2450 S 0.1730 S (0.0720) -29.39% 

133,210 S 133,210 S - 0.00% 

55. TOTAL NETWORK (rJ7 + L43 + L54) S 46.434,286 S 33,838,246 S (12,596.040) -27.13Y. 
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Introduction 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q* 
A. 

Please State your name, occupation, and business address. 

My name is Richard Mazzini. I am an Executive Consultant associated with The Liberty 

Consulting Group (“Liberty”). My Liberty business address is: The Liberty Consulting 

Group, 65 Main Street, P.O. Box 1237, Quentin, Pennsylvania 17083. 

Mr. Mazzini, briefly summarize your education backgroumLambprofessiona1 

quaiifcations as they relate to the subject of your testimony. 

I have been engaged as a consultant and utility manager in the electric utility industry 

since 1967. Until 1995, I was employed by Pennsylvania Power & Light Company in a 

variety of senior management positions. Afier entering the consulting business in 1995, I 

served in senior positions with Washington International Energy Group, Navigant 

Consulting and ABB. As a 

consultant, I have assisted utilities throughout the United States, Canada, the Caribbean 

and Europe and have worked on behalf of many utility regulatory authorities. 

I have been an independent consultant since 2001. 

1 have a B.E.E. degree from Villanova University and an M.S. degree in Nuclear 

Engineering fi-om Columbia University. I am a Registered Professional Engineer in 

Pennsylvania and a member of the Institute of Electrical and Electronics Engineers and 

the American Nuclear Society. 

Have you prepared a more detailed summary of your background? 

Yes; Exhibit RAM-1 provides it. 

What is the purpose of your testimony? 

Liberty conducted an engineering analysis of the assets of Southwest Transmission 

Cooperative, Incorporated (“SWTC”). Our goal was to evaluate SWTC’s electric 

transmission service quality and maintenance practices. We reviewed existing maintenance 

practices, examined how SWTC documents them, and reviewed management controls to 
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ensure proper implementation and execution of those practices. Liberty also reviewed 

outages on the transmission system. Liberty also conducted a review designed to determine 

the %sed and usell” nature of rate-base assets. Liberty’s review included physical field 

inspections of SWTC facilities and interviews with the personnel responsible for managing 

them. 

I performed this engineering review and prepared a, report addressing the findings, 

conclusions, and recommendations of that examination, which is included as Exhibit 

FL4M-2. This report presents the results of Liberty’s review, categorized into the 

following subjects: 

0 

Operation and Maintenance 
0 Reliability 
0 Facility Review 

Capital additions and rate base 

The purpose of my testimony is to support and respond to questions regarding Exhibit 

RAM-2. 

Q. 
A. 

Does that conclude your direct testimony? 

Yes, it does. 
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Richard Mazzini 

Areas of Specialization 

Management and regulatory audits; utility operations, including nuclear and other power 

production; power marketing and risk management; strategic planning; organization analysis and 

competitive re-structuring; project management; cost management; and tariff design and 

managernen t. 

Relevant Experience 

The Liberty Consulting Group 

Public Service Commission of‘ New York - A management audit of Iberdrola SMIberdrola 

USANYSEG and RG&,E. Assistant Project Manager for a 14-member Liberty consultant team. 

Public Service Commission of ‘New York - A management audit of Con Edison. Assistant 

Project Manager for a 13-member Liberty consultant team. 

Iowa Utilities Board - Lead Consultant for the reviews of Electric Operations and Emergency 

Planning for Liberty’s management and operations audit of Interstate Power and Light.’ 

Arizona Corporation Commission - Consultant on LiLerty’s‘benchmarking analysis of Arizona 

Public Service. This study covered a ten-year audit period and benchmarked Arizona Public 

Service’s performance with the following metrics: Operational Performance, Cost Performance, 

Financial Performance, Affiliate Expenses, and Hedging & Risk Management. 
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Maine Public Utilities Commission - Lead Consultant for the review and analysis of proposed 

new transmission project, the Maine Power Reliability Project (MPRP). Lead Consultant for 

economic analysis. 

Public Service Commission of Maryland - Lead Consultant supervising the various auctions for 

procurement of power for Maryland’s standard offer service (SOS) customers and support for the 

PSC in their analysis of new approaches to SOS supply. 

Lead Consultant for Gas and Electric Infrastructure Improvement on Liberty’s work for 

NorthWestem Energy to formulate long-range integrated infrastructure plans for its multi-state 

electric and natural gas distribution utilities. This project includes consideration of how to 

incorporate “Smart Grid” technology into infrastructure plans in a manner that will enable the 

Company to roll out new capabilities and services as technology makes them available, without 

undue acceleration of capital spending as uncertainties in this new marketplace become resolved. 

Lead Cunstiltant for Liberty’s audit of Arizona Electric Power Cooperative for the Arizona 

Corporation Commission which included reviews of fuel procurement and management, bulk 

electricity purchases and sales, power plant management, operations and maintenance, energy 

clause design and operation, and other issues affecting the prudence, reasonableness, and 

accuracy of costs that pass through the fuel and energy clause. 

Lead Consultant for Liberty’s audit of East Kentucky Power Cooperative, which included 

examinations of Governance, Planning, Finance, and Budgeting. Liberty performed for the 

Kentucky Public Service Commission an examination of governance at a generation and 

transmission cooperative serving 16 distribution cooperatives across the state. This study came in 

the wake of significant financial difficulties and also addressed planning, budgeting, financial, 

and risk functions and activities. 
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Lead Consultant for Liberty’s audit for the Virginia State Corporation Staff of Potomac Edison 

Distribution System Transfer. Liberty examined the public interest questions associated with the 

transfer by an Allegheny Energy’s utility operating subsidiary (Potomac Electric) of all of its 

electricity distribution operations business and facilities in Virginia to two rural electric 

cooperatives. 

Management Audits 

Public Service Commission of New York - An operational audit of Con Edison’s reliability and 

emergency response planning and processes. Lead Consultant for corporate strategy and 

priorities, emergency planning and organization. 

Federal Energy Regulatory Commission (FERC) - A review of the California ISO. Examined 

governance issues, operating procedures, transmission planning and analysis, organizational 

issues, interfaces with stakeholders and recommendations for the restructuring of the California 

market. 

City of Seattle (Washington) - Review of the City’s utility, commissioned by City Council and 

the Office of City Auditor, to analyze financial strategies, power market and risk management 

strategies and governance schemes. Lead Consultant for risk management. 

St. Vincent Electricity Services, Ltd. - A management audit commissioned by the Board of 

Directors. Scope included generation, transmission, distribution, organizational assessment, 

safety, procurement and fuel. 

New Jersey Bureau of Public Utilities - Evaluation of the gas supply and hedging programs of 

the four New Jersey gas distribution companies. 

New York Power Authority - Consulting support for an internally sponsored audit of energy risk 

management functions. 

Page 3 
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Stmiegic Business Planning 

Barbados Light & Power Company -- Project Manager and Lead Consultant for a strategic 

planning initiative, Major areas of attention included new generation options, regulatory 

strategies, competitive threats, tariff design, new business opportunities, human resource issues, 

and planning processes. 

Barbados Light & Power Company - Project Manager and Lead Consultant for the development 

b e -  . n investments. 

Electncitt de France -- Provided business planning and analysis services in the furtherance of the 

utility’s wholesale and retail businesses. The work included research and analysis of potential 

gas partnerships, trading alliances and development of new retail markets throughout Europe. 

SasWower (Saskatchewan) - Project Manager and Lead Consultant for development of a 

strategic plan for the Power Production Business Unit. The project included asset valuation and 

optimization, transmission plans and strategies, efficiency improvement, market analysis and 

organizational options. 

Omaha Public Power District - Project Manager and Lead Consultant for an extensive strategic 

business planning initiative. This multi-phase project spanned one year and included (1) asset 

evaluation, estimation of potential stranded costs and stranded cost mitigation strategies; (2) 

business growth strategies, including retail retention and expansion, new products and services, 

new utility businesses, wholesale marketing and bulk power trading; (3) corporate restructuring 

through the formation of four new business units; (4) organization design, including the creation 

of two new marketing organizations and a new trading floor; and (5) regulatory and legislative 

strategy development. 

Omaha Public Power District - Project Manager and Lead Consultant for a follow.-up analysis to 

the above project a year later to recommend added steps and course corrections. Provided new 

recommendations on organization design, customer service, stranded costs, enerL7 marketing 
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and trading initiatives, risk management, new business development, new products and services 

and strategic planning processes. 
I 

A Large Canadian Provincial Electric Utility - Strategic planning and business support in the 

analysis of future generation and transmission options associated with a major new generation 

construction project. 

Tennessee Valley Public Power Association - Project Manager and Lead Consultant for 

development of a comprehensive new business strategy that reinvented the Association for a 

competitive environment. Key elements of the plan included a new expanded focus on 

government relations and the influencing of public policy, as well as the creation of four new 

business units and business endeavors. 

City Council of Los Angeles (California) - Advice to the Council on the strategic plans of its 

municipal electric utility. Conduct of a workshop for the Council and staff on restructuring and 

competitive issues. Review of power marketing alliance strategies. 

Riverside Public Utilities (California) - Analysis of the potential to sell all or part of the utility. 

Development of a new business vision and strategy. Analysis of outsourcing and alliance 

possibilities. Development of a power supply alliance, including design of the venture, 

development of RFP, evaluation of bidders, selection of finalist and negotiations. Organizational 

design and implementation. Planning and project management support for activities leading to 

open access. 

Lower Colorado River Authority - Consulting support for strategic review and development of 

alliance strategies. Facilitation of management workshop to develop strategic responses to key 

issues and to examine options for strategic alliances. 

Electricities of North Carolina - Business simulations and strategic planning for the North 

Carolina Power Agencies. 
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Electricities of North Carolina - Analysis of the Carolina P&L - Florida Progress merger with 

resulting strategies and negotiations on behalf of Electricities. 

M o u n t y  Electric Cooperative - Strategic planning support for the Chief Executive Officer and 

Board of Directors. Designed and facilitated a planning workshop for the Board of Directors and 

key managers. Followed up with subsequent action plan for the Board. 

Project and Cost Management 

Omaha Public Power District (OPPD) - Lead Consultant responsible for design and 

implementation of a cost management program for a major overhaul of the Fort Calhoun Station. 

This $400 million project involved replacement of the two steam generators, pressurizer and 

reactor vessel head. 

Power Marketing, Prociirement and Risk Management 

Public Service Commission of Maryland - Consultant supervising the various auctions for 

procurement of power for Maryland’s standard offer service (SOS) customers and support for the 

PSC in their analysis of new approaches to SOS supply. 

Electricitk de France - Supporting services for the implementation of a large trading and 

marketing alliance in Europe, including reporting and control processes and training workshops 

for employees. 

SaskPower - Project Manager and Lead Consultant for the expansion of the bulk power 

marketing program and creation of an energy trading floor. Work included extensive 

recommendations on corporate structure, organization, trading and marketing strategies, trading 

floor characteristics, management controls, risk management strategies, training, alliance 

building and external interfaces. 
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Public Service Commission of Maryland - Provided consulting support to the PSC in the 

approval of the settlement agreement relating to Standard Offer Service (SOS). 

New Businesses 

BGE Corporation (Constellation Nuclear Services) - Project Manager and Lead Consultant for 

the business analysis, planning, design and startup of a new subsidiary business for the client. 

The business, provision of nuclear related services to U.S. and international utilities, was 

successfully started in July 1999. 

Electricit6 de France - Provided support in the planning, analysis, structure and negotiation of a 

large international energy trading and marketing alliance (EDF Trading, based in London). 

Tennessee Valley Public Power Association - Project Manager and Lead Consultant for a survey 

and analysis of the Association’s more than 150 member utilities. Produced an analysis with 

recommendations for the products and services that can best serve the members in a deregulated 

environment. 

Municipal Electric Association (Ontario) - Project Manager and Lead Consultant for the 

development of a definitive business plan for a new power procurement business on behalf of the 

Association’s more than 250 municipal electric utilities. Work included initial feasibility 

assessments followed by a complete actionable plan for the creation of the new organization, 

including structure, organization, staffing, financing, market analysis, contingency plans, product 

offerings and promotional strategies. The resulting new company became a reality in late 1997. 

ENERconnect (Ontario) - Served as interim Vice President of Marketing and Customer Service 

for the startup of this new power procurement and services company. Project Manager and Lead 

Consultant for the development of a detailed operational plan for startup. Assisted in all aspects 

of startup including organizational design, business strategies, product design and development 

and support to executive management and the Board. 
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ABB Energy Solution Partners - Consulting support for ESP-sponsored projects, including 

customer and project research, project structure, energy supply options, alliances and preparation 

of proposals. Included regulatory research and discussions in Nevada, Michigan, New Jersey and 

New York. 

Ambient Corporation - Consulting support for strategic and tactical business planning for this 

startup firm specializing in power line communications (PLC), including development of 

commercialization plan and supporting management processes, support of business plan, product 

and service development, regulatory strategies and financing documentation. 

PacifiCorp - Customer research with two groups of large industrial and commercial 

customers. Designed and managed interactive workshops to obtain their input, served as 

subject matter expert for the sessions, produced and presented comprehensive analyses of 

the results with strategic insights for the client’s marketing initiatives. 

T d D  Support 

Alberta Electric System Operator - Analysis of transmission loss methodologies for the Alberta 

market. 

A Large Canadian Provincial Electric Utility - Business planning support for the transmission 

business unit. Analysis of the business potential of new transmission opportunities. Analysis of 

US. transmission policies and their potential impact on a Canadian player in the US. markets. 

Utility Management 

Pennsylvania Power & Light Company - Served in a variety of management positions in a long 

career with the utility. Responsible for strategic business planning, rates, bulk power marketing, 

system operation, management of non-utility generation contracts, rate design, market research 
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and contract negotiations with large customers. Key management roles in cost management, 

planning and scheduling for all Susquehanna nuclear station design, liceosing, and startup 

activities including outage management. 

Other Consulting Positions 

Senior Vice President for ABB Energy Consulting, responsible for managing consulting 

engagements for a variety of U.S. and European energy firms. 

Principal for Navigant Consulting, Inc., involved in numerous consulting engagements serving 

the electric utility industry in competitive initiatives. 

Senior Vice President for the Washington International Energy Group, responsibIe for the firm’s 

competitive positioning practice. 

Education 

M.S., Nuclear Engineering, Columbia University 

B.E.E., cum laude, Villanova University 

Registrations 

Registered Professional Engineer - Pennsylvania 

Memberships 

Institute of Electrical and Electronics Engineers, American Nuclear Society 
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SWTC Engineering Review 

Liberty conducted an engineering analysis of the assets of Southwest Transmission Cooperative, 
Incorporated (“SWTC”). Our goal was to evaluate SWTC’s electric transmission senice quality 
and maintenance practices. We reviewed existing maintenance practices, examined how SWTC 
documents. them, and reviewed management controls to ensure proper implementation and 
execution of those practices. Liberty also reviewed outages on the transmission system. Liberty 
also conducted a review designed to determine the “used and useful” nature of raie-base assets. 
Liberty’s review included physical field inspections of SWTC facilities and interviews with the 
personnel responsible for managing them. 

This report presents the results of Liberty’s review, categorized into the following subjects: 
Capital additions and rate base 
Operation and Maintenance 

e Reliability 
* Facility Review. 

As in our prior review in 2010, Liberty has found SWTC’s technical performance, its people and 
its facilities to be sound. The management team appeared knowledgeable, engaged, open, and 
supportive of Liberty’s evaluation. Considering the comparatively small size of the transmission 
cooperative’s operations and asset base, the organization appeared to have expertise and tools 
commensurate with the needs and challenges that SWTC faces. 

1. Capital Additions 

New projects are often triggered by the individual needs of members, as opposed to general 
system needs. All projects require an extensive evaluation and justification process before 
SWTC commits to them. Although demand growth has collapsed in recent years, Liberty found 
no indication that any facilities were built prematurely or without substantial justification. 
Liberty concluded that all property placed in service should be considered “used and useful” for 
ratemaking purposes. 

Cost performance in the management of capital projects is somewhat indeterminate because of 
what appears to be inadequate estimating practices. Projects are generally completed at well 
tmder budget, so much so as to question the validity of the budget estimates. This was not the 
case in our 2010 review. 

2. Operation and Maintenance 

Maintenance practices conform to industry standards and SWTC employs a state-of-the-art 
maintenance management system. Relatively high scores were achieved in compliance audits. 

Operating cost performance is difficult to judge in absolute terms because of the lack of 
benchmarks, which continues to be problematic. A minimal attempt at benchmarking took place 
in 201 1, but was ineffective. From a trending perspective, cost growth appears to be both 
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cofitained and reasonable. Near term spending forecasts appear to be about $2 million per year 
under previously established levels. 

Reliability performance, although gocd, exhibits a large ‘‘human error” component consisting 
primarily of relaying issues. SWTC has taken several corrective steps in response to the problem. 

* .  4.. Facility Review 

L,iberty’s inspection of SWTC facilities included several recent additions to rate base. In all 
cases, the facilities are in good condition and functioning as expected. 

Based on SWTC’s largely well-managed operations, we do not offer any urgent 
recommendations. We recommend, however, that the following actions be considered for future 
improvements: 

0 The estimating process for large projects appears to have declined in effectiveness over 
the past few years. That process should be reviewed and improved to give estimates a 
suitably level of credibility to facilitate project management. 

0 There is a wealth of benchmarking data available via other utilities and utility-sponsored 
joint studies. Such data can be helpful in better understanding SWTC cost performance 
and expectations. The recent benchmarking attempt was focused on financial ratios, and 
did not address operating considerations. A new effort, focused on operating and 
maintenance costs and related to production, would be helpful for SWTC and. those 
accountable for oversight of SWTC. 

0 The recent corrective measures to address human errors as a contributor to outages are 
sound. An SWTC analysis shows that such errors are a factor in about half of SWTC’s 
outages, with two-thirds of those relating to relay issues. The corrective measures are 
primarily aimed at improved relay coordination. While such steps are good, the 
magnitude of the issue deserves continued monitoring and analysis to assure these and 
future actions are producing real results. 

The Arizona Electric Power Cooperative (“AEPCO”) was founded in 1961. Through a major 
restructuring in 2001, AEPCO was organized into three entities: 1) AEPCO, as a power supply 
organization; 2) SWTC as the transmission entity for serving the needs of member cooperatives; 
and 3) Sierra Southwest Cooperative Services (“Sierra”), which provides services and personnel 
for both AEPCO and SWTC. The enterprise now seems on the way back to a single entity 
structure. 

In 2011, the Chief Operating Officer positions over each of the three organizations were 
eliminated. A new team of ten division managers has responsibility for each of the primary 
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operational functions. AEPCO indicates that this new structure and its implementing initiatives 
have “yielded a better alignment of resources with core functions by outsourcing certain services, 
reducing or reassigning staff, and improving processes and communications.” This new 
approach seems to be functioning well as it applies to SWTC. 

The Southwest Area Transmission (“SWAT”) planning group and its various subcommittees 
coordinate sub-regional planning. SWTC participates in the SWAT planning process. SWTC 
also participates actively with various subcommittees of the Western Electricity Coordination 
Council (“WECC”). 

SWTC is also an active participant in Westconnect. It is one of the twelve original signatories to 
the Westconnect Project Agreement for Sub-regional Transmission Planning. Westconnect is a 
voluntary group that formed to coordinate transmission planning with the intention of creating an 
economic path on a non-firm basis. The objective is to eliminate pancaking by charging only the 
highest rate along the path (losses continue to be pancaked). 

SWTC operates under a formal internal planning process that meets RUS requirements. An 
SWTC Transmission Planning group evaluates system needs, and determines hture facility 
requirements. In accordance with RUS requirements, S WTC completes a “Capital Project 
Analysis” form that provides a justification for all new facilities. These three to five page 
analyses offer a summary of the technical and economic factors surrounding proposed projects. 
In addition, alternates to the proposed project, including “do nothing,” are presented. 

New construction falls into one of two categories: system or direct assignment. The latter covers 
improvements made specifically for the benefit of a particular member, who bears all of the 
costs. System improvements benefit all members; therefore, all share in the costs. 

In our last review, we reported a drastic cutback in anticipated capital investment from the $25 
million per year level to less than half that. The current review sees yet another halving of the 
outlook, with expected expenditures now below $5 million per year. 

The accompanying chart illustrates the rapidly 
declining outlook. SWTC advises that it is 
seeking to remain revenue neutral on any new 
capital spending, which means that capital 
spending should not exceed depreciation. 
However, it is also clear that the need for new 
facilities on the part of the members simply is 
not there. 
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As might be expected by the magnitude of the decline, there are inultiple underlying reasons. 
The extreme levels of load growth in the region appear to be a thing of the past, at least for the 
foreseeable future. The loss of the 100 MW sale to Salt River Project has also decreased 
transmission needs. Finally, efficiencies from reserve sharing have lessened the need for new 
capacity. This has all led to levels of planned spending that are so low that one would tend to 
question their sufficiency rather than their justification. We found no reason to question the 
sufficiency of the program. (See further discussion under “aging infrastructure” below. 

With respect to management of construction, SWTC uses a project management approach. It 
reports projects to be typically under budget. The chart below shows tlie distribution of budget 
deviations across the 21 projects with a budget of $250,000 or greater. The contrast to our prior 
study is remarkable. Tlie prior study is centered near zero (actually a median value of a 4 percent 
under-run), as one would expect; but the new data exhibits a median of a 20 percent under-run 
and a 28 percent average under-run. This is a clear indication of “fat” estimates. While generous 
estimates are often used as a contingency tool when seeking funding, the extremes demonstrated 
here are, in our experience, unusual. 

Capital Project Cost Performance 

-80% -60% -40% -20% 0% 20% 40% 60% 80% 

Budget Deviation 

RM 17 

In order to manage projects effectively, one inust have a “standard” upon which to evaluate. 
Ordinarily, tlie standard is the budget. In the current case of SWTC projects, however, the 
standard does not appear to be valid. This begs the question as to how maiiagement and the 
Board are measuring perforinance and providing effective oversight of operations. An additional 
question is “what has changed in three years to produce such a remarltable change in the quality 
of S WTC capital estimates‘?” 
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ciliti 

Liberty specifically reviewed major (>$500,000) new facilities being added to rate base. Many of 
tlie new facilities reported by SWTC in response to information requests were previously 
reviewed in the prior rate case. The accompanying table shades these projects. New projects on 
the list amount to $16,450,000. 

I New Additions to Rate Base (S500.000) in t h e  Last 5 Y e a n  --I 
In Service i A S t  

Liberty's review consisted of: a) a study of the SWTC documents which justified tlie projects 
(tlie Capital Project Analysis sheets), b) discussions with the SWTC team, reviewing the details 
of the projects, their genesis, need, objectives and execution, and c) a physicaI inspection of 
selected facilities. 
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SWTC Engineering Review 

The accompanying table illustrates that the 

minimal, with only one project aimed at 
expansion of system capabilities. The DAF 
projects do expand system capabilities, but 

recent construction program has been 

these are limited to single customers, are 

Classification of New Rate Base lterns (S>500.000) r 1 Nmbar of 1 

4. Aging Infrastructure 

Aging infrastructure is a nationwide issue among T&D companies with the result that spending 
on inodernization and new facilities has increased considerably in recent years. Accordingly, we 
would ordinarily be concerned by the low forecasted rate of spending at SWTC in that it is 
contrary to industry trends, and we believe those increased industry spending trends are 
necessary and appropriate. 

However, the aging infrastructure argument legitimately carries far less weight as applied to 
SWTC. While many utilities have fallen behind, and are in a “catch-up” mode with respect to 
infi‘astructure, SWTC is not. In fact, even if current investments were too low, it would take 
many years of such under-investment to reduce SWTC to the troubled state of some other 
utilities. We therefore do not see the low level of current spending, and the forecasted lower 
amounts in the immediate years ahead, as a problem. This is nevertheless a subject for which 
management should be vigilant, less the pursuit of more competitive near-term rates lead to 
unintended long-term consequences. 

An outside firm completed a “Comprehensive Depreciation Study” for SWTC in June 2012. That 
study included an engineering assessment of the facilities and reported positive findings on the 
state of SWTC infrastructure. While we generally are skeptical of such studies due to over- 
limiting qualifications applied to their forecasts and conclusions, we have no basis to disagree 
with the findings as they apply to the quality of SWTC infrastructure or the capability of tlie 
infrastructure to serve its function in the long-term. 
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An examination of SWTC operating and li,,,'c) 

line consistent with stated strategy. 
Specifically we see a correction from what 
appears to be a spike in spending in about 2009 
to return to a level more typical of past trends. 
Furthermore, the forecast trend going forward 
appears reasonable. 

it maintenance ("OSLM') costs yields a bottom 
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The breakdown between O&M costs also 
appears reasonable, altliougli the 2003 
forecasts were, in retrospect, out of line, 
especially the maintenance forecast. On 
balance, current forecasts are about $2 million 
per year less than the prior forecasts, a 
significant improvement considering the ~ m l  

)J¶ r _ - - -  , 
,>lw,'zn,,*..".---" --- -*-- limited size of the budget. 

bencliinarking data that, if available, would 
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Our prior cost review found a lack of I in I 

s** is 
help evaluate the appropriateness of O&M. 
Such data is widely available in the industry through cooperating utilities. SWTC reported that it 
did indeed participate in such a group in 201 1 and compared certain financial data. The data we 
received was not of substantial value in benchinarlting or performance measurement, and seemed 
to have been appropriately disregarded as irrelevant by the organization. The organizational 
reaction regarding the corresponding power plant data was identical. 

Because there remains no standard against which to judge OSLM spending and overall cost 
performance, we reiterate our prior suggestion that SWTC seek such data. 

roces 

We again reviewed the systems and processes now in place at SWTC and found that our prior 
positive assessment remains valid. The following reiterates our prior conclusions. 

SWTC has iinplemented an approach to maintenance that is consistent with its size and that is 
effective. The cooperative has struck a good balance between the sophistication of management 
systems and the recognition that a smaller network simply does not require the same degree of 
rigor in its approach. 

This is not to suggest that SWTC lags behind others in a material way. To the contrary, the SAP 
systems that SWTC uses for maintenance are notable, as is much of the technology used in 
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facilities. Liberty simply observes that management has correctly avoided going overboard and 
has crafted system and approaches that are hlly consistent with SWTC’s size and needs. 

Liberty reviewed SWTC’s general approach to maintenance management, procedures, controls 
and compliance. The nianagenient of maintenance is highlighted by tlie SAP module designated 
as the Computerized Maintenance System. The sofhvare performs scheduling, record keeping, 
reporting, inventory control, purchasing, and cost tracking. Several years were required to bring 
the system to its ciment state. 

SWTC operations and restoration have been facilitated by a new Substation Networking Project. 
Remote terminal units allow personnel to access substation data from their desks or other remote 
locations. 

As required by NERC, SWTC has been audited for compliance with various standards. An 
extensive audit in 201 2 uncovered only one (self-reported) violation, which resulted in a $25,000 
penalty. Of 1 15 requirements assessed, there were no areas of concern or recommendations. 

Liberty again addressed the degree to which maintenance is optimized for its impact on 
reliability. Although SWTC regularly reports reliability results, there is no attempt to correlate 
past spending with performance or to stress reliability as a driver of future costs. 

E. System Reliability 

The “new” data provided by SWTC add little to what we analyzed in our prior review. Althougli 
we requested reliability statistics froin the past ten years, we were only able to obtain data up to 
2010, and that was qualified as an estimate in part. Our prior study covered through 2009; 
therefore, tlie new data are not helpful. Nevei-tlieless, it is illustrated on the accoinpanying chart. 

SAIDI, or System Average Interruption 80 

Duration Index, measures the sum of all 
customer outage ininutes divided by the lm 

number of customers on tlie system. I t  is w 

therefore equivalent to the number of minutes ,,,) 
the average customer is out of service in a 
year. For end-use customers that are a part of 
the SWTC system, the SWTC value would be ,(’ 

added to the corresponding distribution ( i  

cooperative’s SAIDI to ai-rive at a total number 
of ininutes out of service. 

SWTC does not benchmark reliability against others, but reports that RUS has assiped a 
“satisfactory” rating to them for every year since 1997, with “satisfactory” being the best rating. 

After being largely ignored by the indiistry for the last ten ycars, there seems to be some limited 
acknowledgement that reliability in the U.S. has been declining for some time. This is a result of 
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Su b-category 

Relay Setting/Design 
Construction Related 
Technician /Maintenance 
System Control/Switching 

All "human errorl'outages 

SWTC Engiiieering Review 

Number of Outages % of HE Outages 

38 67% 
11 19% 
6 11% 
2 4% 

57 100% 

diininished infi-astructure spending in recent decades, and it is likely that it will take some time to 
catch up and reverse the reliability trend. However, no such trend is visible at SWTC, at least 
througli 201 0, which is consistent with the infrasti-ucture assessment discussed earlier. Given the 
reductions in investment being implemented by SWTC, it will be important to continuously 
inonitor reliability trends to provide for the earliest possible warning of degradation. 

Our prior report provided a detailed 
assessment of outage causes. During 
this review, SWTC provided such an 
analysis, using more refined techniques 
to reveal the less visible causes behind 
the various formal outage 
classifications. The adjacent pie chart 
illustrates the results, as calculated by 
SWTC. 

The SWTC analysis suggests that about 
half of all outages have a human error 
component. Our prior analysis had 
ascribed about 20 percent df outages 
(14 percent of customer-hours) to that 
cause. We felt that SWTC could 
improve such results. The result in the 
current analysis is therefore surprising, 
even though the coinparison is not fair 
in that the SWTC analysis is finer than 
conducted by Liberty in 2010. 
Nevertheless, we examined the next level 

SWTC Analysis of Outages 
Weather 2008-2012 
F2'C Animals Unknown and Other 

of detail with the results shown on the table below. 

Relay issues account for fully two-thirds of the outages, a remarkable result. Fortunately, SWTC 
has launched major corrective steps aimed specifically at this issue: 

e An engineering position has been established, with the priiiiary function of developing 
protective relaying settings and conducting relay coordination studies. Such studies 
provide for coordinated tripping schemes that ininiinize the number of customers who 
lose service in an event. 
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0 A Protective Relaying Coininittee is being developed, administered by the Protection 
Engineer, for the purpose of optimizing and standardizing relay schemes and settings. 

One would expect to see substantially improved outage statistics in the future as a result of such 
initiatives. 

F. Facility $Review: . >  . 
Liberty visited a number of SWTC facilities, including several of these now being added to rate 
base. This physical review included: 

0 

0 

0 Dos Candados Substation 
0 Apache Transformers. 

Hackberry Substation and Line Tap 
Hackberry to Thatcher 69kv Line 

General support facilities visited in our last review which were not repeated this time include: 
0 

0 

The System Operating center at the Benson headquarters 
The SWTC warehouse facilities at the Benson headquarters. 

These visits were conducted with the guidance of SWTC management, who were helpful and 
answered all questions to Liberty's satisfaction. Liberty found the facilities, whether old or new, 
to be in good shape. The grounds were clean and secure. 

All equipment appeared to be well maintained, exhibiting no visible signs of unusual wear and 
tear or lack of maintenance. Control houses were efficiently laid out and SWTC's remote 
coinmunicatioiis system, as discussed above, was in place and functional. 
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